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concert 
busine. 
Millions of dollars may be at stake in a company’s insurance program. That’s why your Es — 
insurance broker must know his business—and know it well. ee 4.1 


quired, 


Every account executive at Johnson & Higgins, like the man above, backs up his own 10 taxe 
expert knowledge with the experience of a world-wide network of trained specialists Es - 
in every phase of the insurance business. In this way, year after year, our size has extern 
proved an asset to corporations and business firms throughout the world. ae 


cludes 
Johnson & Higgins account executives have been called on to help plan many million pol 


and So 
dollar insurance programs—and countless others of smaller size. If your company has a basine 
problem in insurance planning, regardless of size, you can call on J&H for expert help. 6.7 
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DIRECT COSTING APPROACH 


Editors, THE CONTROLLER: 

In regard to your research on direct 
costing as reported on page 250 (Research 
Notes) of the May 1959 issue of THE 
CONTROLLER, perhaps the following in- 
formation may be of some value. 

Our company specializes in installing 
direct costing. Our principle contribution 
has been the installing technique we 
have developed for the marginal income 
cost system. A detailed description of it 
may be found in the Industrial Engineer- 
ing Handbook edited by Harold Maynard 
and published by McGraw-Hill in 1956. 
Our contribution is titled “Budgetary Con- 
trol.” The marginal cost systems which we 
helped design, and designed and installed, 
are now working in approximately a bil- 
lion dollars of American and British 
industry. 

We are consistent advertisers in THE 
CONTROLLER and find that every good in- 
stallation requires the presence of an 


equally good controller. We are indebted 
to the controllers for the help and en- 
couragement they have given us in this 
pioneering venture which I believe now, 
according to your survey, is an established 
technique which has finally arrived of age. 

We wish you the very best success in 
your survey of direct costing and would 
be glad to make any contribution you 
deem necessary. 


EDMUND J. McCoRMICK 
McCormick & Company 
Yonkers, N. Y. 


A DOUBLE TAKE 


Editors, THE CONTROLLER: 


A reprint of an article written by Mau- 
rice S. Newman entitled ‘Cost Account- 
ing and Computers” (THE CONTROLLER, 
May 1958) appeared in the June 1958 
issue of The Automatic Office. In our 
opinion this article contains some very in- 
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NEW OFFICE BUILDINGS 
WILL BE COMPLETED IN 1959-60-61-62 
IN NEW YORK CITY 








WILL YOURS BE ONE OF THE 150 MAJOR COMPANIES TO MOVE TO ONE 
OF THE 37 NEW OFFICE BUILDINGS THAT WILL BE COMPLETED BY 1962? 





WILL THE RENT BE HIGHER? 





WILL EFFICIENCY BE IMPROVED? 





HOW ABOUT EMPLOYEE PERFORMANCE? 





WHAT WILL BE THE EFFECT ON THE CORPORATE IMAGE? 





WILL REAL COSTS BE HIGHER OR LOWER? 








MAY WE SUPPLY YOU WITH THE ANSWERS? 


JULIEN J. STUDLEY, INC. J 342 MADISON AVENUE, NEW YORK 17, OXFORD 7-7788 











teresting information which probably has 
not reached the readers of our publication 
TabTips, a monthly that reaches some 
3,000 tabulating men without cost or ob. 
ligation. 

May we have your approval to use some 
of the information in Mr. Newman's 
article in a proposed article in our pub. 
lication ? 


JAMEs C. BROWN 

Editor, TabTips 

The Snapout Forms Company 
Chardon, Ohio 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). The Editors 





ELECTED /APPOINTED 
Editors, THE CONTROLLER: 

Have you any information which would 
indicate the percentage of controllers who 
are elected to their position as opposed to 
those who are appointed to their position? 


DMF 
New York 


Controllership Foundation, research arm 
of Controllers Institute, conducted a survey 
on the corporate controller and results of 
the survey were published in the October 
1958, December 1958 and February 1959 
issues of THE CONTROLLER. Data in answer 
to this specific question on election vs. ap- 
pointment were developed in the survey but 
were not published in the article “Profile 
of the Corporate Controller.” 


The figures are: 


Combined Controller Jobs Category* 
Total number reporting in 


each classification 2373 
Elected 61% 
Appointed 39% 
Controllers only 
Total number reporting 1127 
Elected 50% 
Appointed 50% 


* Includes all controller job categories 
ranging from vice president-finance to ad- 
ministrative or chief accountant if qualified 
for membership in Controllers Institute of 
America. The figures and percentages listed 
above do not, however, apply to controllers 
in divisions, branches, plants, etc. 


A 24-page combined reprint of the series 
of articles comprising the “Profile of the 
Corporate Controller” plus a comprehensive 
bibliography on controllership is available 
for $1.25 from THE CONTROLLER, Two 
Park Avenue, New York 16,N. Y. 

—T he Editors 
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Break-Even Points 
That Mean More 
in Profit Control 


Wilbert C. Wehn 


EBRUARY AND MARCH have come and gone. As its first step in 
F prot control, management made up its profit objective for 
each month, applied its marginal income percentage and fixed 
expense budget and arrived at a break-even point and a profit 
forecast. When the February statement was issued it showed sig- 
nificantly less sales volume and much less profit. Everybody is on 
the spot and nobody knows what happened. While they are 
mulling that one over the March statement is issued. Sales are 
way above forecasts and so is profit. Everybody is relieved. 
Happy bewilderment takes over from sorry confusion. And side 
glances are cast at the accounting department. 

The forecasts were wrong, that’s all. They neglected to take 
into consideration one of the principal enemies of meaningful 
break-even points. In this case there were only 20 business days 
in February while there were 23 in March. 

Before we try to identify these trouble-makers further let's 
consider some definitions since different writers use different 
terms to describe the same thing. 


DEFINITIONS 

The break-even point is that volume of sales which will result 
in neither a profit nor a loss before taxes. The first step in com- 
puting it is to classify all expenses (including for this purpose 
materials and direct labor) into variable expenses and fixed ex- 
penses. Variable expenses are those expenses which vary pro- 
portionately with sales volume. Fixed expenses are those which 
telate closely to time and to a somewhat long-range expected 
level of sales rather than to actual sales. They should be the same 
dollars from month to month. Semifixed (or semivariable) ex- 
penses must be separated into their two parts. The fixed or vari- 
able classification is made under well-established techniques, 
often supplemented with sound judgment, with conventional 
accounting providing the basic information for the classification. 
Consideration of another type of expenses not heretofore recog- 
nized separately in break-even techniques, though they are es- 
sentially neither fixed nor variable, will be discussed below. They 
will be called nonperiod expenses. 

When the expense classification is determined the following 
basic formulae are applied: 


Sales minus variable expense equals marginal income. 

Marginal income minus fixed expense equals profit before 
nonperiod expenses. 

Marginal income divided by sales equals per cent of marginal 
income. 

Fixed expense divided by marginal income per cent (expressed 
decimally) equals break-even point. 

























Some “ground rules” to minimize 
the calendar effect of break-even points 


The whole technique of computing and using break-even 
points and marginal income percentages (often called ‘‘profit- 
volume relationship” points) is sound and is now generally 
accepted. But, as in the case of all principles governing account- 
ing, it needs some ‘‘ground rules” to make it effective and mean- 
ingful. When the techniques lead to executive decision, whether 
in setting up profit objectives or in analysis of operating results, 
these refinements—ground rules—must be considered: 


The effect upon sales of varying numbers of billing days in 
each month. 

The effect of monthly salaries charged to variable expense in 
months of non-normal billing days. 

The effect of hourly and weekly wages charged to fixed ex- 
penses in months of non-normal billing days. 

The extent to which fixed expenses actually charged to the 
month unjustly burden it or are omitted from it. 

The effect of nonperiod expenses. 


THE CALENDAR EFFECT ; 
Break-even points are essentially of short-time value for man- 
agement control though a series of break-even points may be 
considered to show a trend. They are therefore ordinarily deter- 
mined for a month. The calendar, however, is a great natural 
enemy of meaningful break-even points. It can affect the deter- 
mination of all factors leading to a break-even point. Consider 
sales. There can be anywhere from 19 to 23 shipping, produc- 





WILBERT C. WEHN, vice president 
and treasurer, Trundle Consultants 
Inc., Cleveland, Ohio, has been in 
management consulting for six years 
and formerly spent 15 years in pub- 
lic accounting and tax work with one 
of the leading national firms. He is 
a graduate of LaSalle Extension Uni- 
versity; a CPA; and a member of AAA, 
AICPA, and the Ohio Society of CPAs. 
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tion, selling, or billing days in a month for a nonretail business. month? If not elation, it should at least be recognized that the XEL 
Obviously, at any given level, sales should be more in a 23-day actual sales have exceeded the forecasted level. Management Fl 
month than in a 19-day month. Yet, sales are often set forth in however, can easily be led to believe that only a normal level of : Th 
a profit objective as being for a normal “month.” This would _ sales was attained. ing 1 
have been the basic error made in the February and March re- mont 
ferred to at the beginning of this article. COMPENSATION METHODS FOR PERSONAL SERVICES Here 
‘What is a normal ‘month ? Each business will have to deter- Monthly salaries classified as variable expenses are trouble. aC 
mine this for itself. From 365 calendar days in a year there will yakers in meaningful break-even points. Suppose $2,100 in such * : 
usually be deducted 104 days for Saturdays and Sundays and a gajaries are paid in a month. In a 21-day normal month po ‘e re 
certain number of days for holidays. Depending upon how holi- trouble arises. In a 19-day month, if a profit objective forecasts hat 
days are dispersed over weekdays or weekends, there will be only i9 days’ sales, it would almost automatically result in those eae 
from 250 to 260 days left for transacting business within the <a }aries being included in costs at $1,900. The actual cost would ie 
year. The normal month will be found to contain somewhere naturally be $2,100. A $200 “loss” variance—a distortion— find 
between 21 and 22 business days. Retail businesses will usually would appear for no reason other than the calendar effect. wet 
have a 25- to 26-day normal month. Fractional refinements can Hourly and weekly wages classified as fixed expense are also dolla 
hardly be afforded for the purpose to be served. Throughout this trouble-makers. Fixed expenses are naturally looked upon as bee | day f 
discussion a 21-day normal month will be assumed. ing static. Suppose they include, for a normal month, 1,000 hours a he 
Here is what will happen in months of differing days: at $2.10, total $2,100. They would probably be so shown in a ae 
19 Days 21 Days 23 Days profit objective. The actual expense in a 19-day month will be the b 
Sales $1,900,000 $2,100,000 $2,300,000 $1,900. A $200 “gain” variance—a distortion—appears for no fxed 
Variable Expenses (Assume No reason other than the calendar effect. Certainly fixed expenses Th 
Monthly Salaries) 1,330,000 1,470,000 1,610,000 have not been actually reduced. conne 
Both these conditions exist in almost every business, regardless fessic 
Marginal Income 570,000 630,000 690,000 of size. They often assume proportions not hitherto realized as Amo 
Fixed Expense (Assume No Hourly : seta : 
Wages) 530,000 530,000 530,000 -(t their effect on break-even points. Fortunately a simple normal- throv 
izing technique is available that identifies these distortions and a lor 
Profit Before Nonperiod Expenses separates them from ordinary operations. futur 
(Also Profit Before Taxes) $ 40,000 $ 100,000 $160,000 In working with the normalizing technique it is necessary to upon 
sng % cece rd seu wine ae keep in mind that variable expenses attach to the sales they amou 
create, and should do so without any calendar influence. per c 
The above shows a difference in profit of $30,000 per day due To illustrate—the normalizing technique in connection with marg 
solely to calendar fluctuations when marginal income, fixed ex- monthly salaries charged to variable expense would be to restate even 
pense, and break-even remain stationary. the salaries on a “days” basis. This should be done in both the Co 
While the $1,766,667 break-even point would be correct for profit objective and in the result of operations. If the profit ob- charg 
all months, the disturbing thing about using it for executive jective in this respect for a normal month includes $2,100 of curre 
decision is that the decision is very likely to be based also upon such salaries, the adjustment should be made to include them at trolla 
a sales forecast of $2,100,000 for a normal month while disre- $1,900 for a 19-day month, $2,000 for a 20-day month, $2,200 to the 
garding the number of billing days. If a sales forecast for a nor- for a 22-day month and $2,300 for a 23-day month. The differ- Ta 
mal month is $2,100,000 is there cause for elation if sales reach ence between the $2,100 for a normal month and the amount tend 
$2,300,000 in a 23-day month? There is not, yet management actually included for a non-normal month would be transferred natur 
may easily be led to believe its break-even point has been re- to nonperiod ’ expenses, a new term which will be defined later. pear 
duced. On sales of $1,900,000 in a 19-day month management It will be seen that the actual expense for the month, $2,100, comp 
may believe the break-even point has increased. To go on, is Must be similarly adjusted when reflected in the separate break- aice 
there cause for elation if sales reach $2,100,000 in a 19-day even statement which is suggested later herein. The effect would yond 
be to make the monthly salaries truly variable and make them are 
* 8 © © © © © © © © © «¢ © «© © e truly match revenues, with the calendar effect thrown into non- a 
period expenses where they are automatically separated from bas 
normal operations. a ae 
To illustrate the normalizing techniques in connection with a 
hourly or weekly wages charged to fixed expense, it is necessary Sau 
to keep in mind that fixed expense should remain the same from a ; 
month to month regardless of the calendar influence. From the when 
fixed expense standpoint, every month is “normal.” If a profit Th 
objective, which is always basically made on a normal month | [rtin 
basis, includes 1,000 hours at $2.10 (total $2,100), this amount that I 
is still the amount to show for a 19-, 20-, 22-, or 23-day month. tized. 
The normalizing technique is applied, then, to the actual result ready 
of operations. If this showed 905 hours at $2.10 (total $1,900) cial s 
in a 19-day month, it would be necessary to normalize the actual Accol 
expense by multiplying it by 21/19 and add such amount to the many 
actual fixed expense in the break-even statement, at the same As 
time subtracting it from nonperiod expenses in the break-even if the 
statement. This calculation would be $200, which, when added ment: 
to the $1,900 actual, would reflect this expense at $2,100 in the The 
break-even statement. As in the case illustrated for the monthly substi 
salaries in variable expense, the calendar effect is automatically pense 
. : ; separated from normal operations. ject t 
“Look, Mac—we don’t like high prices any more than you do!” The adjustments are not reflected in the books. They do not more 
enter into the accounting procedures. They are et only : sions, 
<a ee the break-even statement, which is something different from the | a par 
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FIXED EXPENSES CHARGED TO WRONG MONTH 

The fourth point which causes break-even points to lose mean- 
ing is the extent to which fixed expenses charged to the current 
month unjustly burden it or fail to properly burden it if omitted. 
Here is the old problem with which accountants have never 
ceased to struggle—the problem of matching costs against rev- 
enues produced in the period. The most commonplace example is 
the amortizing of reasonably known insurance, taxes, rent, and 
depreciation costs to each month. That month’s cost is then, in 
effect, matched against the revenue for that month. Here the 
number of billing days in the month rears its head again, reveal- 
ing the imperfections inherent in using the monthly period, how- 
ever generally accepted it is, as a time measure. In a 19-day 
month, fixed expenses (except hourly wages) cost more per 
dollar of sales than they do in a normal 21-day month or a 23- 
day month. But this very disparity turns to an advantage in con- 
sidering the break-even problem since the costs are equal from 
month to month. There is therefore no upsetting factor to cause 
the break-even point to shift. Every month is normal so far as 
fixed expense is concerned with break-even points. 

The amortizing situation referred to rarely exists, however, in 
connection with many elements of fixed expense. Consider pro- 
fessional services. The annual cost is not easily predictable. 
Amortization is therefore unrealistic and huge costs are often 
thrown into the month in which the costs (perhaps for work over 
a long period of time, or perhaps to benefit a long period of 
future time) are incurred. The effect of just this one charge 
upon the break-even point computed for the month is the 
amount of the unusual expense divided by the marginal income 
per cent. For example, if the unusual expense is $10,000 and the 
marginal income is 25%, it shows up as an increase in the break- 
even point of $40,000. 

Consider annual exhibit expense with high, nonrepetitive costs 
charged against one or two months. Such costs may often be in- 
curred under an appropriation and are therefore reasonably con- 
trollable. If so, an amortizing approach may be used with benefit 
to the stability of the break-even point. 

Take social security taxes. In the early months of the year they 
tend to be variable expenses or fixed expenses, depending on the 
nature of the compensation on which they are based. They disap- 
pear in the latter months of the year as employes reach their 
compensation limits for state unemployment and federal insur- 
ance contribution purposes. They increase break-even points be- 
yond necessity in early months and reduce them below reality 
in latter months. 

Advertising costs and charitable contributions may be subject 
to wide fluctuations from month to month when they are charged 
to expense as incurred. Extraordinary repairs not capitalized can 
make break-even points meaningless. Incentive sales compensa- 
tion can have a great influence on break-even points, especially 
when it is computed on a quarterly or an annual basis. 

This all suggests that these sudden, often nonrepetitive, dis- 

torting, fixed costs should be amortized in some manner akin to 
that in which insurance, taxes, rent, and depreciation are amor- 
tized. But generally accepted accounting principles may not be 
teady to approve such treatment on the basis that interim finan- 
cial statements are misleading or not sufficiently informative. 
Accountants would be expected to resist any such practice, with 
many sound reasons to support their position. 
_ As a solution to this particular problem, it is suggested that, 
if the accounts do not reflect this amortization principle, adjust- 
ments be made in the separate monthly break-even statements. 
The actual expense would be eliminated and there would be 
substituted 1/12 of a best annual estimate for such actual ex- 
penses (the above are typical examples). Management might ob- 
ject to this as being unrealistic. On the other hand, it may be 
more important, in using break-even points in executive deci- 
sions, that all ascertainable costs be matched against revenues in 
a particular short period than it is that they be so matched for 
tetained conventional accounting purposes. 




















































































PRINCIPAL FEDERAL STATISTICAL PROGRAMS 


The Budget for 1960 includes requests amounting to 
$38.2 million for the current programs of the major fed- 
eral statistical agencies, an increase of $1.6 million over 
the amount provided in 1959. In addition, funds totalling 
$92.8 million are requested for periodic programs, prima- 
rily the decennial censuses. 


Direct obligations for principal current statistical programs, by 
broad subject areas 
(In millions) 


1958 1959 1960 
Program actual estimate estimate 
Labor statistics (Departments of Labor, Commerce, 
SUE, ETS os snd oR OGED Ko ernwale aia mar eee $ 6.4 $ 6.9 $ 7.4 


Demographic statistics (Departments of Commerce, 
Agriculture, and Health, Education, and Welfare) 5.5 5.9 6.0 
Prices and price indexes (Departments of Labor and ' 


Agriculture) Sel SPCOnS cat ra ree aed 3.5 3.8 4.1 
Production and distribution statistics (Departments 
of Agriculture and Commerce) .........ssceeces 12.9 14.0 14.1 


Construction and housing statistics (Departments of 

CAMASIONCE SUE ELGUOE oa é. ws aves cueec deen recees 8 8 |e 
National income and business financial accounts (De- 

partments of Commerce, Treasury, and Agriculture; 


Federal Trade Commission, and Securities and Ex- 
change Commission) wb NS OG el a MPa anera Tr aEa ese +.6 5.1 5 
Total, principal current programs ........ $33.7 $36.6 $38.2 { 
1 Departments of Labor and Agriculture in 1960. if 
2 Department of Commerce in 1960. | 
- e e e - e se - e 2 . . e a e. se 


NONPERIOD EXPENSES 

Nonperiod expenses are a fifth factor which frequently have a 
serious distorting effect upon break-even points as they are now 
computed. The definition of nonperiod expenses will be devel- 
oped by example. 

Price variances on material can rank high as nonperiod costs. 
Standard costs of material serve industry well, but the variances 
in cost between standard and actual must be recorded somewhere , 
in costs and they are invariably included in costs of the period 
when incurred. In a period of inventory build-up they distort 
the break-even point for a month or two beyond all recognition. 

This is true regardless of whether they are treated as variable or 
fixed expense. 

While conventional accounting treats such variances as costs 
of the current month, there is nothing to support the idea that 
they are essentially costs of the current month. They might be 
supported as costs of past months during which inventory was 
depleted. They might more properly be supported as costs of 
future months when the inventory will be used. The fallacy of 
letting them enter into a current month’s break-even computation 
becomes apparent. 

Price variances of all kinds are probably most often treated as 
variable expenses in break-even computations. The error which 
results in the marginal income per cent and hence the break-even 
point becomes obvious. However important these expenses may 
be in themselves in serving management decisions, they should 
not be permitted to obscure break-even points which have only 
to do with the recurring factors in all business operations. 

To refine the questions a little more, if standards do not (at 
the beginning of the year) reflect actual material costs, it is sug- 
gested that that portion of price variances which could have been 
reasonably anticipated as the extent to which material standards 
did not reflect actual be shown as a special adjustment to variable 
costs in the monthly computation of the break-even point. This 
would leave the remainder of the price variances deducted as 
nonperiod expenses. (Continued on page 314) 
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Following this idea, a break-even statement of a manufactur- 
ing company which has a price variance loss (treated as variable 
expense) might look basically as follows: 














Before After 

Sales $1,000,000 $1,000,000 
Variable Expense (Which Includes $300,000 Ma- 

terial and $20,000 Price Variance) 770,000 750,000 
2% of Material Costs (Difference Between Stand- 

ard and Actual at Beginning of Year) 6,000 
Marginal Income 230,000 244,000 
Fixed Expense 160,000 160,000 
Profit Before Nonperiod Expenses 70,000 84,000 
Price Variance 14,000 
Profit Before Taxes $ 70,000 $ 70,000 
Marginal Income 23% 24.4% 
Break-Even $ 696,000 $ 656,000 


The problem of bonuses based on profits is quite easy to dis- 
pose of in relation to break-even techniques. Such costs are cer- 
tainly not a cost of any period except the annual period in which 
they occur. They should be deducted as nonperiod expenses in 
any break-even statement. 

Nonperiod expenses would include the extent of the calendar 
influence in connection with compensation for personal service. 

Out of these thoughts comes a new definition for break-even 
point. It would be such volume of sales for a month (whatever 
its number of days may actually be) as would provide neither 
profit nor loss before deduction of nonperiod expenses. The 
break-even point does not change merely because the number of 
days may differ. 


A NEW MEASURE FOR PROFIT CONTROL 

For profit-control purposes the amount of profit before taxes 
has traditionally been used. We can see how nonperiod expenses, 
which are always deducted in computing profit before taxes, can 
distort break-even points and obscure true conditions affecting 
day-to-day operations for which corrective, and hence control, 
action should be taken. If management should now shift its base 
for profit control from profit before taxes to profit before non- 
period expenses it would be working with a base much closer to 
the heart of ordinary operations. 





“Howard, I'll not have him sent to bed 
without supper until he has eaten!” 
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A NEW BREAK-EVEN STATEMENT 

To make this possible, a break-even statement, apart from the 
conventional income statement, should be prepared. It would not 
need to be detailed but it should utilize the subtotal profit before 
nonperiod expenses since this caption would not appear in the 
conventional income statement. It is this profit before nonperiod 
expenses which is most useful for profit control. Through its use, 
the distorting factors, which would otherwise effect marginal 
income percentages and break-even points and which make them 
less meaningful, are brought into the open. Thus, they reveal 
extraordinary causes for profit before taxes variances. 

We can show the form such a break-even statement might take 
and apply a set of assumptions to it for both a 21-day and a 19. 
day month. It is assumed no variances (other than price vari- 
ances) occur in actual operations. 























21-Days 19-Days 
Profit Proft 450 
Objective Actual Objective Actual 
Sales (Month) $210,000 $210,000 $190,000 $190,000 
Variable Expense 
All Except Monthly 
Salaries 147,000 147,000 133,000 133,000 
Total Monthly Salaries 10,500 10,500 10,500 10,500 
Less 2/21 of Salaries xXx XX (1,000) (1,000) 
Total Variables 157,500 157,500 142,500 142,500 
Marginal Income $ 52,500 $ 52,500 $ 47,500 $ 47,500 
Fixed Expense 
All Except Hourly Wages $ 21,510 $ 21,510 $ 21,510 $ 21,510 
Hourly Wages 3,990 3,990 3,990 3,610 
Add 2/19 of Actual Hourly 
Wages XX XX Xx 380 
Total Fixed $ 25,500 $ 25,500 $ 25,500 $ 25,500 
Profit Before Nonperiod 
Expenses $ 27,000 $ 27,000 $ 22,000 $ 22,000 
Nonperiod Expenses 2,000! 1,000? 2,620° 
Profit Before Taxes $ 27,000 $ 25,000 $ 21,000 $ 19,380 
Marginal Income 25% 25% 25% 25% 


$102,000 $102,000 $102,000 $102,000 


Break-even Volume 


™ $2,000 price variance. 

2 $1,000 subtracted from variable expense in normalizing. 

3 $2,000 price variance plus $1,000 subtracted from variable expense in 
normalizing, minus $380 added to fixed expense in normalizing. 


If the refinements shown with reference to compensation for 
personal service and the price variance had been ignored the four 
columns would probably look like this: 























21-Days 19-Days 
Profit Profit 

Objective Actual Objective Actual 
Sales (Month) $210,000 $210,000 $210,000 $190,000 
Variable Expense 157,500 159,500 157,500 145,500 
Marginal Income 52,500 50,500 52,500 44,500 
Fixed Expense 25,500 25,500 25,500 25,120 
Profit Before Taxes $ 27,000 $ 25,000 $ 27,000 $ 19,380 
Marginal Income 25% 24.1% 25% 23.4% 
Break-even $102,000 $105,810 $102,000 $1 07,350 


By the assumptions themselves the actual operations were tlie 
same as the planned operations set forth in the profit objective. 
Yet, when the refinements in the 19-day month are ignored, sales 
have appeared to decline $20,000, profits have declined $7,620, 
marginal income has declined 1.6%, and the break-even point 
has increased by $5,350. The error in the break-even point 1s 
over 5% and this gets into the area of significance, yet the fig- 
ures which cause it are relatively insignificant. It points up how 
management can be misled by inaccurate break-even figures. 


(Continued on page 346) 
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Budget Organization and Administration 


T. P. Boyle 


s RECENT YEARS much has been written 
contributing to the development and 
growth of budgetary control, so that to- 
day, recognizing that increased earnings 
can be achieved by better financial plan- 
ning and control, larger companies now 
budget their operations in a formal man- 
net. However, the literature on the subject 
is weighted towards descriptions and com- 
parisons of the many techniques and pro- 
cedures that can be employed. While these 
are important to success, the equally im- 
portant if not more important principles 
of organization of budgetary control and 
the philosophy of its administration have 
received somewhat less attention. 

Managers of business tend to be indi- 
vidualistic in their approach to financial 
planning and controls, partly because they 
come from diverse backgrounds of indus- 
trial experience, and partly because of dif- 
ferences in taste and inclination. Thus a 
company’s personnel are not all likely to 
support automatically a given plan for 
budgeting when it is first conceived, nor 
are they all likely to be fully persuaded 
that the final plan adopted is the most 
satisfactory. Successful budgeting is there- 
fore difficult in these circumstances, prin- 
cipally because it requires the coordination 
of the efforts of the several parts of a 
company through its people. 





Perhaps it is the difficulty and the in- 
tangible nature of this part of the subject 
that prompts fewer articles on organiza- 
tion principles and administrative philos- 
ophy than on techniques and procedures. 
Therefore it appeared worth while to dis- 
cuss this aspect of the subject which ex- 
perience has shown is frequently of more 
practical significance than a detailed ac- 
count of the many techniques that may be 
employed. 


GENERAL 

If a company’s budgetary control frame- 
work is to be reasonably complete, it re- 
quires that an enterprise do these things: 


1. Define its objectives (the business 
goals for each manager) and keep them 
up to date. 

2. Identify the resources of men, ma- 
chines, materials, etc., available to reach 
the objectives and the way they are ex- 
pected to be used. 

3. Establish the time period in which 
it expects to reach the objectives. 


4, Review actual operating results 


against those anticipated, and for purposes 
of management control obtain clear an- 
swers as to why there are differences, and 
take any necessary corrective action. 
Budgeting in accordance with this gen- 
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A look at the philosophy 
of budget administration 
rather than its tech- 
niques and procedures 


eral framework offers a variety of benefits, 
the more important being: 


1. It provides a spur to increased sales, 
and a means to help realize efficient pto- 
duction and proper levels of inventories, 

2. It necessarily calls for the assistance 
of all parts of the company and their coor- 
dinated efforts since it requires a formal 
statement of objectives and a concrete 
plan to attain them. This in turn enlists 
more of the total knowledge of the com- 
pany than might otherwise have been ap- 
plied to its problems. Additionally, an 
agreed plan removes uncertainties, thereby 
evoking a greater enthusiasm and united 
effort than might otherwise have been the 
case. 

3. It often permits an earlier detection 
of adverse or favorable external factors 
and trends. Action to control or mitigate 
unfavorable external events or seize de- 
sirable opportunities is therefore apt to 
be more positive, timely, and effective. 

4. It frequently reveals unrecognized 
internal weaknesses. These weaknesses 
may exist in the marketing, distribution, 
production, or inventory plans, in the re- 
search and product development programs, 
and in the organizational structure and 
administrative quality of the company. 

5. It stimulates the habit of basing de- 
cisions on an orderly analysis of facts, 
rather than relying unduly on judgments 
based on inadequate information. While 
admitting the many circumstances where 
there must be a partial reliance on judg- 
ment, because all the facts are not always 
available, exposure to error is likely to be 
less (and earnings enhanced) the more 
decisions can be reached from a rational 
consideration of all the facts. 


Most larger companies have, therefore, 
adopted budgets. Comparing companies, 
the use made of budgeting and the bene- 
fits gained from it will, however, vary 
considerably; in one, budgeting may be 
effectively used by all levels of manage 
ment as a useful aid to realizing earnings 
objectives, while in another its personnel 
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may consider it a mere exercise or an un- 
warranted pressure weapon. Since there is 
this disparity it appears worth while to 
examine some of the contributing reasons, 
and, through this examination, establish 
the important principles and administra- 
tive procedures that make budgeting an ac- 
ceptable and useful aid rather than a par- 
tially developed administrative tool. 

Experience indicates there are at least 
five operating conditions essential to a 
successful budgetary control program, as 
has been generally described. These are 
listed and discussed successively : 


Sound organization ; 

Acceptable accounting ; 
Sound philosophy of administration ; 
Established formal procedures ; and 
Adequate resources for budgets. 


ORGANIZATION 
Of first concern is the soundness of the 
company’s organization generally, and the 
organization for budgeting as well. 
Expressed in broad terms, sound com- 
pany organization requires: 


1. Provision for all functions (sales, 
research, production, etc., and their sub- 
parts) and intelligent groupings of related 
tasks. 

2. Clear assignment of responsibility 
and authority in the discharge of all tasks. 

3. Provision for enough jobs for ade- 
quate planning of work, execution of 
work, and adequate observation that duties 
are discharged efficiently. 


To the extent feasible, the organization 
should be recorded in formal documents 
published under the authority of the most 
senior executive of the company. For one 
reason or another this is not always done. 
The result of the omission is defects such 
as uncertain responsibility for a given 
function, overlapping of responsibilities, 
responsibility without associated author- 
ity, persons working unnecessarily for 
more than one supervisor, too great a re- 
sponsibility in one job, too many stages 
of delegation of responsibility, and so 
forth. As a consequence the planning of 
objectives by budgets and the means to 
teach the objectives is impaired, respon- 
sibility for actual performance is diffused, 
and control of results through the budget 
process is generally weakened. 

Since sound organization of the com- 
pany precedes fully satisfactory budgetary 
control, defects in organization should be 
one of the first concerns of those having 
the résponsibility for organizational plan- 
ning. Any such defects should be brought 
to their attention by those having the re- 
sponsibility to create and administer budg- 
ets. Although, in some cases, changes will 
not be made immediately, nevertheless 
there are likely to be some worthwhile and 
earlier changes (from the viewpoint of 
budgetary control) if the need for them 
Is given greater attention. 





Certain principles of organization apply 
to the budgeting function itself: 


1, The responsibility for proposing to 
senior management (after appropriate 
company-wide consultation) the princi- 
ples, procedures, and techniques of budg- 
eting, and the responsibility for the gen- 
eral administration of the system adopted 
for budgetary control, should belong to 
the most senior financial person in the 
enterprise. Preferably, he should in turn 
report to the most senior executive in the 
organization. 

2. Budgets mean establishing objec- 
tives in a formal manner and they imply 
a control over operating results. Usually, 
while senior management might like such 
an instrument, those in subsidiary posi- 
tions do not always welcome the various 
comparisons that are made between actual 
and anticipated results. This means that 
the methods and procedures adopted for 
budgetary control need to be protected 
against modifications by those responsible 
for actual operating results that would 
unduly dilute senior management's con- 
trol. In general, therefore, the responsibil- 
ity for reviewing actual procedures for 
adequacy and arranging for approval of 
modifications should also be vested in a 
financial person directly responsible to the 
most senior executive. 

3. Those who manage individual func- 
tions such as sales, production, research, 
etc., should be responsible for preparing 
and proposing their own budgets. A man’s 
performance should only be judged against 
a plan in which he played a major role in 
formulating. How else will he feel truly 
accountable for actual results? And yet 
budgets are still occasionally thrust on 
operating responsibilities without their 
full participation, with a consequent gen- 




















eral disinterest on their part, or argument 
that the “budget is wrong” when actual 
results prove disappointing. 

4, Finally, to help insure that antici- 
pated results will be reasonably accurate, 
and as a matter of independent advice to 
those senior executives receiving and giv- 
ing final approval to budgets, proposals 
for budgets should be studied by the most 
senior person in the financial part of the 
organization. This is because he is in a 
good position to view the coordinated 
whole and is able to be objective and im- 
partial in the review. 


ACCOUNTING 

For the most part the details of budgets 
must necessarily follow accounting state- 
ment presentations of actual results, and 
therefore, budgets will be as useful as the 
company’s accounting framework permits. 
Thus one of the first considerations is to 
be sure accounting is adequate from a 
budgetary control viewpoint. 

There are several tests of accounting to 
insure that statements will be the most 
useful and effective from a budgetary con- 
trol viewpoint. Some of the more impor- 
tant ones are: 

1. Provision for two separate categories 
of statements; those for external pur- 
poses, such as for shareholders, etc. (‘“‘cor- 
porate’’ accounting), and those designed 
specifically for internal management using 
a format and terminology of greater as- 
sistance and least difficulty to operating 
personnel (‘‘managerial” accounting). 

2. Ask of all information, “Who uses 
it, and for what purpose?’ For example, 
information needed only for accounting 
purposes should be omitted from man- 
agerial statements. 

3. Split manufacturing costs in man- 
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agerial statements into two categories; 
those that vary with volume of activity 
and those that vary more with time. Com- 
pare the first with the standard of flexible 
budgets and the latter with fixed expense 
budgets. 

4. Consider using direct costing for in- 
ternal managerial statements. Manage- 
ment frequently finds this approach easier 
to understand than statements on an “‘ab- 
sorption” accounting basis. It also lends 
itself to a more positive control over and 
understanding of variances from budget. 

5. It is the attitude and intent of ac- 
counting personnel responsible for state- 
ment design that is important; if it is 
genuinely to help serve an operating man’s 
needs there are many ways to effect im- 
provements, and incidentally improve the 
effectiveness of budgetary control gener- 
ally. Ask of all statements these questions: 


Are they easy to understand ? 

Do they indicate the financial problems 
of the company so far as accounting Sstate- 
ments can? 

Do they meet management's needs for 
making decisions? 


ADMINISTRATION 
Those aspects of administration that 
seem the most important are: 


Control 

Budgets are one means of control in an 
organization. Experience with the word 
“control” in its application to budgets and 
thereby operations, is that it can lead to as 
much controversy as almost any other 
aspect of organization and administration. 
Misunderstandings can be of several vari- 
eties. For example, no doubt more than 
one controller in charge of budgeting has 
had an operating person say to him “You 
don’t really control budgets?” in tones of 
surprise at the discovery. Generally mis- 
understandings arise out of a lack of ap- 
preciation that the job is not control by 
the controller personally so much as to 
provide the means and to act as a focal 
point for control by operating executives 
in the execution of their assigned respon- 
sibilities. It sometimes arises partly as well 
out of a feeling of resentment by operat- 
ing personnel that those responsible for 
the general administration of budget pro- 
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cedures appear to be in a position to criti. 
cize their work although in an equal or 
subordinate position in the company’s 
organization. Typically it is the confusion 
as to who is responsible for what in the 
first place, as well as a lack of appreciation 
as to ‘line’ and ‘“‘staff’”’ relationships in 
the organization. 

To begin with, it is essential that the 
company’s organization specify clearly and 
in a formal manner who is to prepare and 
approve budgets, which we said was an 
operating or line responsibility, and who 
was to be responsible for the design and 
administration of the framework for 
budgeting, and to assist and advise those 
preparing and approving budgets, which 
we said was a separate duty usually dis- 
charged by a part of the financial or- 
ganization acting in a staff capacity. Suc- 
cessful budgeting will greatly depend 
upon how well this relationship is under- 
stood and honored by managers and finan- 
cial people at all levels. Budgeting person- 
nel should do everything practicable to 
foster this arrangement and understanding. 

Equally important, however, is the 
character of administration of financial 
people within this assignment of jobs. 
The financial man is well advised to te- 
frain from either directly or indirectly 
telling operating personnel how to do 
their jobs, from behaving as if he had a 
policing duty, or from being wise after 
events have proved him right; he must 
curb his natural human impulses. 


Selling 

Financial people should not rely unduly 
on the mere assignment to them of the 
budget responsibility; successful budget- 
ing requires a continual selling job. On 
the other hand, there is a limitation on 
how much selling can be done for a func- 
tion which is not a very exciting topic for 
discussion, and whose benefit is largely 
intangible. Salesmen who obtain orders, 
and production and research people who 
can point to products and processes, tend 
to receive first attention and sympathy. 

This is an entirely natural course of 
events and, therefore, if budgets are to be 
as useful as possible, senior operating ex- 
ecutives have a serious obligation to assist 
financial personnel in creating respect and 
desire for budgets. They can do a great 
deal by setting an example of support of 
budgeting, and by promoting meetings 
between operating and financial people, 
particularly when detailed planning of an- 
nual budgets or other financial forecasts 
is necessary. Eliciting this kind of support 
should be one of the primary objectives of 
budgetary control personnel. 


Professionalism 

Another problem of administration is 
the “‘professional’”’ language of budgeting 
personnel as a barrier to good communica- 
tions with those not having the same back- 
ground. As in any technical area the ter- 
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minology of the technicians assists com- 
munication between them, but in this case 
it can sometimes impede it with their 
other and more numerous operating asso- 
ciates. Furthermore, the importance given 
to excessive technical refinements of 
method and procedure often prevents an 
understanding and sympathy for the ob- 
jects and essential elements of budgeting. 
Aside from a legitimate pride in high 
standards of practice and developing 
craftsmanship, the question is: What can 
he done to restrict unreasonable profes- 
sionalism ? 

The solution lies partly in a frank rec- 
ognition of this factor by budgeting per- 
sonnel, and a deliberate attempt on their 
part to guard against excesses in conversa- 
tion and print. It also lies partly in the 
interests and viewpoints of both kinds of 
ersonnel becoming more familiar to each 
other, which frequently leads to a more 
managerial sey to budgeting work 
by technical budgeting personnel, and 
greater understanding and cooperation by 
management and operating personnel. Sen- 
jor management can help by fostering the 
joint participation of financial and operat- 
ing personnel in all budgeting activities. 


The Target 

There are a number of schools of 
thought as to whether a budget should be 
loose, tight, or just right. Our opinion is 
that a budget should be a forecast of what 
is reasonably attainable assuming good ad- 
ministration. In general it should be pos- 
sible to do better than a budget but only 
by a relatively narrow margin. An easily 
exceeded target invites less than optimum 
performance when it should be an aid to 
maximum achievement. An impossible 
budget creates frustration and invites a 
lack of confidence in the benefits of budg- 
eting. Inviting this kind of atmosphere 
into budgeting seems to create more sup- 
port for it and better over-all results. 


Not a Club 

Budgeting should be recognized as not 
possible of an exact measurement of what 
results can be, but rather an approximate 
guide for general planning and control 
purposes. As between the various parts of 
a budget this is a matter of degree. For 
example, repetitive manufacturing costs 
can generally be predicted with much 
greater accuracy than sales potential; the 
former can therefore be subjected to more 
exact controls than the latter. But the abil- 
ity to measure and thereby control will 
vaty widely in the various categories of 
expenditures and income. Thus, there 
should be no attempt to try to use budg- 
ets as a club to force predicted perform- 
ances. On the other hand, if budgets are 
teasonable and realistic targets in the first 
place, a great deal of value can come out 
of procedures that induce an examination 
of differences between actual and planned 
tesults in an atmosphere of mutual at- 














“That was a pretty sneaky punch, Bradshaw!” 


tempt at all administrative levels to try to 
find ways to improve operating results. 


Other Aspects 

While budgeting is a very useful proc- 
ess it should not be regarded as ¢he one 
and only way of planning and controlling 
operations; there are, for instance, day-to- 
day production measurements of efficiency 
that are of equal or greater importance. A 
strong line organization that watches how 
things are done, and asks why they need 
to be done the way they are, is also of 
greater importance. Budgeting is a more 
general and all-pervasive control and aid. 

Each business has its peculiarities of 
product, markets, processes, and person- 
alities. Budgeting should be tailored to fit 
the particular needs of each company. For 
example, one company may have particu- 
lar manufacturing costs that are a very 
significant factor affecting earnings, while 
another may have the same circumstance 
but in distribution or research expenses 
instead. Still another may have peculiar 
forecasting and sales problems. Adapting 
a few principles to the idiosyncrasies of 
the business, and innovating suitable 
methods are more helpful than trying to 
apply a rigid pattern to fit all circum- 
stances. 

Improvements to budgeting should not 
be attempted too quickly. It is a compli- 
cated matter and one where the best meth- 
ods and procedures for a particular com- 
pany are frequently best resolved in the 


ment over a three- or four-year period, is 
usually a satisfactory pace, unless there are 
circumstances where an immediate large- 
scaled improvement can be made. 


FORMAL PROCEDURES 

Budgetary control procedures should 
be recorded and published in a formal 
manner, with the authority of the com- 
pany’s senior executive, if each part of the 
company is to act in a coordinated and 
timely fashion, and in accordance with 
whatever are chosen as the limitations on 
proposed expenditures. The most useful 
general procedures are: 

1. Proposed budgets of operating ex- 
penditures, sales, and earnings, should be 
compared with a “base period” of actual 
past performance, having the same length 
of time as the proposed budget. Usually 
the period chosen is the past most recent 
12 months. 

2. Differences from the base period 
should be identified and analyzed showing 
what part is because of changed prices, 
changed volume of activity, and/or 
changed efficiency of operations. These 
differences should be agreed upon as rea- 
sonable. 

3. Automatic approval should be per- 
missible for certain price changes from 
the base period (for example, labor rates 
based on a past labor contract), and for 
changed costs and expenses that vary le- 
gitimately with a changed volume of ac- 
tivity. Other changes from the a oe 





light of a developing experience. A bit should be analyzed separately and pro- 
each year of a general plan of improve- (Continued on page 348) 
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Leadership to Maintain Free Enterprise 


Richard N. Allen 


HE 183 YEARS since the Declaration of 
Rieonine are but a moment in the 
total history of the world. Yet, in that 
brief space of time, the sparsely settled 
colonies along the Atlantic Seaboard have 
settled the entire continent. Crude agricul- 
tural methods have been replaced by in- 
tricate machinery eliminating most manual 
labor from farming; miracles of science 
and engineering have built great cities and 
developed goods and services beyond the 
imagination of Jules Verne. The miracles 
of modern drugs, jet transportation, fab- 
rics, food and thousands of other items 
enjoyed by today’s citizens are so vast as 
to be beyond any one person’s ability to 
catalogue. 

When the French and Indian War 
broke out, the colonies had developed 
from a starving band of Virginia settlers 
to a prosperous body of merchants, 
planters, farmers and laborers. The South 
enjoyed a prosperity built on rice and to- 
bacco, while New England shipmasters 
docked at every wharf in the Western 
Hemisphere. Flour and bread were prin- 
cipal exports from New York and Penn- 
sylvania. 

The woolen industry and iron produc- 
tion had started the development of man- 
ufacturing, together with lumber and 
naval supplies. These opportunities were 
attracting ever-increasing numbers of im- 





migrants, particularly from Germany and 
Ireland. 

These same opportunities available to 
free men, motivated by a desire to im- 
prove their standard of living, led to the 
miracles of discoveries and to industrial, 
agricultural and educational developments. 

America outdistanced every other group 
in the history of mankind in raising the 
standard of living of all its people. Free 
enterprise in America went further than 
any other society had ever gone in bring- 
ing out the very best in every man through 
the simple right enjoyed by each to reap 
the benefits of his own efforts. That these 
two statements are true of the same people 
is not an accident. The first was the result, 
the second the cause. 

Like all human progress, these accom- 
plishments also had a darker side. The 











RICHARD N. ALLEN, assistant secretary and controller 
of Central Soya Company, Inc., Fort Wayne, Indiana, holds 
his B.S. degree from the State University of lowa (1932) 
and received his CPA certificate in 1945. In the same 
year he transferred from the Central Soya’s Decatur plant, 
where he had been plant auditor since 1940, to the Fort 
Wayne offices. He is a past president of the Fort Wayne 
Control of Controllers Institute of America and a member 
of the American Institute of Certified Public Accountants 
and the Indiana Society of Certified Public Accountants. 
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The spirit of ‘76 
is needed again in ‘59 


life of man was changed. Instead of pro. 
ducing his own living, man earned it, He 
became an employe, a wage earner. 

Leaders of these new corporation em- 
ployers, realizing the benefits of their new 
or improved products, were excited to even 
greater profits. Wages were kept as low as 
possible with the labor force fed by a 
steady stream of immigrants. The great 
industrial machine occasionally broke 
down in depressions and unemployment 
resulted. 


THE INCEPTION OF UNIONISM 


Long hours and low pay; no work and 
no pay; it is little wonder from the ranks 
of labor, leaders rose to lead the fight for 
unionism. The benefits of the industrial 
revolution were to be selfishly withheld 
for only a relatively few of the people. 

Samuel Gompers, in 1886, organized 
the American Federation of Labor and 
was largely responsible for the legislation 
which created the United States Depart- 
ment of Labor. The development of or- 
ganized labor was slow, difficult, and 
many times, bloody. 

Unions won recognition slowly in plant 
after plant. They succeeded in winning 
such legislation as the workmen’s — 
sation laws, laws limiting the use of in- 
junctions in labor disputes and exempting 
labor unions from prosecution as combina- 
tions in restraint of trade. 

While this struggle on the part of or- 
ganized labor was being fought, the eco- 
nomic result was a working class with 
gradually increasing real wages, enabling 
them to purchase more and more of the 
product of the factories. Thus, while busi- 
ness was gradually losing its struggle with 
the unions, it was actually gaining. An in- 
creased purchasing power on the part of 
the great numbers of workers was a pfe- 
requisite to the era of mass production. 
The large-scaled production of the Model- 
T Ford and others was a major contribu- 
tion to the prosperity of the “roaring 
twenties.”” Yet we were far from a ‘caf 1n 
every garage” and it was not long until we 
were worrying about a ‘chicken in every 
pot.” 
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All through the period from 1886 until 
1932, labor battled not only with business 
for recognition, but with a government 
largely sympathetic to business. 


THE “NEW DEAL” GOVERNMENT 


The Great Depression of the thirties 
with its mass unemployment and hard- 
ship resulted in a landslide election of the 
Democratic Party in 1932 with its com- 
mitted program of improvements for the 
common man. 

Together with other programs aimed at 
restoring industrial activity, the “New 
Deal” government passed the National 
Industrial Recovery Act in 1933 and the 
National Labor Relations Act in 1935. 
Provisions in these acts guaranteed work- 
ers the right to organize unions without 
interference from employers. To fight un- 
employment, premium pay for overtime 
was enacted into law. The social security 
laws were placed on the statute books and 
minimum rates of pay established. 

Labor progress of the preceding 50 
years seemed naught as unions took ad- 
vantage of their new power. Hourly wage 
rates shot upward from fifty cents to sixty, 
seventy-five, a dollar, a dollar and a half, 
two dollars and on. Forgotten was the 
Model-T ; now a car in every garage; two 
cars in every family; a “jalopy” for jun- 
ior; automatic washers and dryers; televi- 
sion; and dish washers. The factories grew 
and expanded again and again. 

These developments were a revelation 
to officeholders. The power to be contin- 
ued in office through beholden voters re- 
sulted in the greatest changes in the 
American political picture since the Revo- 
lution. The labor leader and the office- 
holder found that each could serve his 
purpose by cooperating with the other. 
Where once the employer dictated to the 
oficeholder and even delivered the vote 
through threat of loss of job, now the un- 
ion leader ‘‘called the shots.” 

Although legislation for a privileged 
group was not new, the grandiose extent 
to which it was now employed was new. 
Price supports for agriculture, minimum 
wage laws, protection for union shops and 
sttikes have necessitated higher and 
higher taxes. Not wishing to directly tax 
the ‘beholden voter,’ increased revenues 
were sought from corporations through 
the income taxes, excise taxes, franchise 
taxes and other forms, as well as through 
graduated personal income taxes. 

On the one side we assure all citizens 
of a living whether or not they produce, 
while on the other, the gains from extraor- 
dinary talent can be completely taxed 
away. We are indeed following Karl 
Marx's rule, “From each according to his 
ability, to each according to his need.” 
The Communists tried this theory and 
discarded it because they found it dis- 
couraged men from being productive. 
Collectively, we cannot have more than 

(Continued on page 322) 









CONTROLLERS INSTITUTE’S DIRECTORS ENDORSE 
BUDGET-BALANCING TO CHECK INFLATION 


A formal resolution endorsing the principle of balanced 
federal budgets as a means of checking further inflationary 
trends was adopted by the National Board of Directors of 
Controllers Institute of America at its meeting in Santa 
Barbara on May 23. The resolution has been forwarded to 
the President of the United States and other federal offi- 
cials, by the Institute’s national president, J. McCall Hughes, 
executive vice president, Mutual of New York. The text of 
the resolution follows: 


Resolution 


WHEREAS Controllers Institute of America is deeply con- 
cerned with the harmful effects of continuing inflationary 
forces in our national economy; and 


WHEREAS federal government expenditures not matched 
by revenues impair government and private credit and serve 
further to debase the value of the dollar; and 


WHEREAS balanced federal budgets at a prudent level of 
expenditure will strengthen the economy and protect those 
who must rely on the soundness of the monetary unit; and 


WHEREAS controllers, as proponents of sound fiscal pol- 
icy in private enterprise, should lead in expressing their be- 
lief in sound governmental fiscal policies, now therefore be it 


RESOLVED, That the Board of Directors of Controllers 
Institute of America go on record as recommending: 


1. That the government of the United States adhere to 
the policy of balanced budgets in fiscal year 1960, and in 
future years of normal economic activity, with reductions 
of debt in years of general prosperity; and 

2. That the members of Controllers Institute of America 
individually communicate to their representatives in Con- 
gress their belief in the importance of adherence to such 
policy; and be it further 


RESOLVED, That the president of Controllers Institute of 
America be directed to send a copy of this resolution to the 
President of the United States, the Vice President, the 
Speaker of the House of Representatives, the Chairman of 
the Senate Finance and the House Ways and Means Com- 
mittees, and the Director of the Bureau of the Budget. 





THE CONTROLLER....... gag ce ag ee ee a JULY 1959 











we produce. To have more, we must pro- 
duce more. This cannot be accomplished 
unless there exists an incentive whereby 
each individual has the prospect of better- 
ing his individual standard of living by 
the productive use of the talents in his 
possession. 

It is a pathetic sidelight that the nation 
gains little, if anything, from the progres- 
sive tax. Its sole purpose seems to be a re- 
distribution of wealth. The progressive 
tax on personal income provided about 
6% of the Federal Government's income 
in 1955; the progressive tax on incomes 
over $20,000 provided about 3% of the 
Federal Government's income that year. 

Earlier we referred to the tremendous 
incentive existing in the colonial days. 
Everyone will recall from his history 
books the reaction which followed the 
Proclamation of 1763 closing the territory 
west of the Allegheny Mountains, the 
Revenue Act of 1764, the Quartering Act 
and the Stamp Act. Professional men and 
merchants formed the leadership which 
first tried patiently to reason with Parlia- 
ment and later led the colonies into the 
Revolutionary War and the Declaration of 
Independence. Men such as Samuel Ad- 
ams, James Otis, Benjamin Franklin, Pat- 
rick Henry, Nathan Hale and John Jay 
talked and wrote to inform the people of 
the steps necessary to preserve their way 
of life. 


TODAY’S PROBLEMS 

There seems to be a great deal of simi- 
larity between the 1764 to 1775 period 
and today’s problems. Once again the 
leadership must come from the profes- 
sional and business group. No other group 
knows the true facts. Can businessmen 
deny the selfish urge in order to act and 





speak for the good of the country, rather 


than the short-term benefit of business? 

Today’s problem differs in that we must 
fight lies and half-truths rather than a 
greedy, disinterested overseas government. 
Our biggest job is to spread simple truths 
in a convincing understandable manner. 

Government adds nothing to our total 
wealth, it is necessary to provide law and 
order and to provide defense, but it is 
overhead. Our citizenry demands more 
and more from government, yet complains 
of the resulting higher taxes and higher 
prices. 

The farmers accept the benefits of im- 
proved seed, fertilizer, machinery and 
feed, yet demand government subsidy for 
their product, which forms the largest 
item in the federal budget, other than de- 
fense. 

Labor accepts the new jobs created by 
expanding business at great investment 
cost, yet demands more and more in the 
way of welfare programs, unemployment 
benefits and retirement pensions. 

In the market place, free people choose 
the product of so-called “big business’”’ be- 
cause the price is lower, the quality better 
or the service more reliable. At the polls 
these same people vote for those who 
would throttle business with high taxes, 
price controls and sundry other regula- 
tions. Bigness is bad, yet the people make 
business big by their patronage. Let any 
business fail to please its customers and 
that business will fade out of sight and 
bigness will no longer need to concern 
anyone. 


THE PROBLEM OF HIGH TAXES 

Why are high corporate taxes a major 
problem? High corporate taxes contribute 
to high prices and serve as a brake on the 











“This one says we can increase efficiency by putting someone 
on full time taking up office collections” 
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most effective incentive in the business 
world. American corporations provide 
three quarters of all nongovernment jobs 
and are sensitive to the demand for goods 
and services, quickly channeling funds 
where there is a demand and quick to hire 
men where demand has shown a profit op- 
portunity. High taxes dull these incentives 
and are a deterring factor in considering 
many projects. 

Corporate taxes are not truly a tax on 
the corporation at all, but on the buying 
public. The price of any article is goy- 
erned by the cost of producing and mar. 
keting the article, on one hand, and com. 
petitive prices on the other. In computing 
cost, the producer must include taxes of 
all kinds, including income taxes or he 
will go broke or at best earn a very poor 
return for those who have invested their 
savings. Should a producer charge too 
high a price, his competitors will capture 
his business. If taxes were lowered or re- 
moved entirely, all competitors, seeking as 
much of the market as they could gain, 
would soon force prices down a compara- 
ble amount. 

With prices being set competitively, it 
is obvious that the most efficient producer 
can earn the greater profit. Therein lies 
the incentive to develop better ways of 
producing and thus allow us collectively 
to produce more. But with taxes taking 
over half of any improvement, the incen- 
tive is dulled and the risk of investing in 
better equipment is made greater. This 
again contributes to wasteful practices, 
high cost, and high prices. 

The oft-repeated charge, that corpora- 
tions are causing price increases not Justi- 
fied by costs, is ridiculous. Corporate off- 
cials do not, however, decline to raise 
prices more than necessary due to their 
concern for public welfare but rather due 
to the necessity of maintaining the largest 
possible volume to cover high fixed costs. 

Compensation of the nation’s employes 
has increased greatly since 1950, while 
corporate earnings have actually decreased. 

Corporate taxes and personal taxes, all 
of which are paid by our citizens, are at a 
very high point, yet the income has been 
insufficient to meet the peace-time spend- 
ing of a welfare-minded government. 
There is no sign but that additional def- 
cit-spending will continue. Taxes are tak- 
ing a third of all we produce and we 
are falling behind. Unless we can radi- 
cally and abruptly change our thinking 
about the functions of government, stop 
the dangerously false expectations of 
something-for-nothing from government, 
and eliminate the officeholder who bra- 
zenly makes misleading statements, the 
great strides of the past 183 years will 
have ground to a halt. 

Yes, in less than 200 years in America, 
we have created a standard of living for 
the great majority of our people far be- 
yond anything ever dreamed. We accom- 


(Continued on page 347) 
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Setting Goals and Schedules 
or Paperwork Cost Reduction 


Frank M. Knox 


HITE-COLLAR WORKERS will hold 

60% of all the jobs in American in- 
dustry by 1975 if the predictions of labor 
leaders hold true. Even today they hold 
more jobs than do the blue-collar workers 
and the Labor Department says that by 
1965 white-collar workers will hold over 
13% more jobs than will blue-collar 
workers. 

All this means a tremendous and con- 
tinuing increase in paperwork and unless 
management takes steps now to bring its 
paperwork problems under strict control 
it will face an intolerable problem in the 
years to come—a situation which will 
surely damage its profit advantage under 
competitive conditions. Many companies 
today are making efforts in the direction 
of controlling and reducing the cost of 
paperwork but unfortunately these efforts 
are seldom proving to be enough to meet 
the aggravated conditions now prevailing. 

It is a twofold problem which must be 
met. The first and most critical considera- 
tion is: 

What information from our paperwork 


do we really need to best manage the com- 
pany and are we getting it? 


And the second is: 


How much is it costing us to get this 
information and is there some way in 
which we can reduce the cost without pe- 
nalizing management ? 


PAPERWORK IS 
A MANAGEMENT PROBLEM 

The great bulk of paperwork in the av- 
erage organization never comes to the at- 
tention of top or middle management. 
This is evidenced by the almost universal 
shocked surprise of top management when 
a survey is made to show the amount and 
character of paper in use throughout the 
organization. The big bulk of paperwork 
stays at the level of the supervisors and 
with the clerical workers who are never 
inclined to take the necessary calculated 


A program for paperwork reduction can be concluded 
only on an integrated basis if management is to be 
assured that necessary information will still flow 


risk to cut out a piece of paper or a cleri- 
cal operation. On the contrary, they are 
inclined to create more paperwork to de- 
fend their position in case something hap- 
pens for which they would be called to ac- 
count. 

This overwhelming bulk of paperwork 
and clerical expense has grown up to en- 
velop the average company in an intolera- 
ble burden which must be paid for in the 
cost of the product or service. The exist- 
ence of this burden must be laid at the 
door of management which, as a rule, has 
never taken the time to make the necessary 
analysis to find out how much of it is 
really necessary and how much can be dis- 
pensed with or simplified for greater pro- 
ductivity and lower cost. 

Too many executives, when they take 
steps in the direction of paperwork and 
office cost control, delegate the formula- 
tion of goals and schedules to the methods 
and procedures staff (assuming that they 
even have such a staff). Lacking such a 
staff it falls to the lot of some staff assist- 
ant who probably has no direct experience 
in the field. In doing this, management 
abdicates its own responsibility for an ap- 
praisal of the mere necessity for paper- 
work procedures and clerical operations. 
This is a mistake for, in the last analysis, 


FRANK M. KNOX, president of the Frank M. Knox Com- 
pany, New York and Cleveland, Ohio, for 27 years has pio- 
neered in the field of control and simplification of office 
procedures and in office cost control. During World War Il 
he served in the Executive Office of the Secretary of the 
Navy as Director of Publications. Mr. Knox is author 
of several books, his latest title being “Integrated Cost 
Control in the Office’ (McGraw-Hill 1958). He has writ- 
ten numerous magazine articles; spoken to many manage- 
ment groups; and conducted AMA and university seminars. 
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an appraisal can be made only by manage- 
ment. The methods and procedures staff 
can recommend, but the decision must be 
made by management. 

Management must take the responsibil- 
ity for this situation. Cold analysis will 
usually show that the supposed goals have 
been nothing more than an effort to meet 
the emergency paperwork situations which 
forever seem to be haunting management. 
There has been no real long-range plan- 
ning to take care of the future, or to pre- 
vent or diminish the incidence of the pa- 
perwork emergencies. Management must 
realize that there is a fundamental differ- 
ence between answering fire alarms and 
installing a fire-prevention program. 


NEED FOR MANAGEMENT CONTROLS 

It has been the experience of the author 
over his 27 years of experience in this 
field that in extremely few cases has man- 
agement ever actually performed the criti- 
cal analysis of paperwork necessary to 
eliminate needless procedures, or to de- 
cide on the calculated risks needed to 
eliminate questionable clerical operations. 
There are two reasons for this: First, man- 
agement just simply hasn’t taken the time 
to do it—being busy with a myriad of 
other supposedly more important prob- 
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lems—and, second, they have never had 
laid before them a picture of what is go- 
ing on in such a way that they could get 
the necessary perspective to make the anal- 
ysis. 

This critical analysis of paperwork pro- 
cedures is, of course, an integral part of 
the over-all management question “W hat 
information do we actually need to best 
manage the company?’’. Paperwork is 
merely the mechanism by which informa- 
tion reaches management and any question 
on paperwork in depth automatically 
means an evaluation of the need for the 
data as well as the medium of manage- 
ment communication. 


THE PAPERWORK EMERGENCY 

There is hardly a company today which 
does not have some kind of paperwork 
emergency. It may be trouble in getting 
shipments out on time as a result of poor 
order-handling or it may be that an elec- 
tronic computer was delivered before the 
company had prepared for it. It may be a 
too high clerical payroll or it may be too 
many reports landing on the desks of the 
top executives. But, in every case, the 
trouble leads back to a paperwork situa- 
tion which has been permitted to become 
an emergency. 

What is an emergency? In practically 
every case it is a situation which has de- 
veloped because someone did not exercise 
enough foresight to prevent it from hap- 
pening. Of course, there are genuine emer- 
gencies which can arise from completely 
new and unforeseeable situations, but in 
the large majority of cases it is a lack of 
foresight with the result that a situation 
then requires correction by hindsight. 

Paperwork emergencies are no different. 

Poor order-handling does not happen 
overnight. It develops over a long period 
of time. Too many reports on the presi- 
dent’s desk is not a recent development; it 
is the outgrowth of a poor management 
reporting system and lack of efficient com- 
munication of business information. Poor 


inventory control grows over a period of 
time and is not a sudden happening. All 
these things which take on the appearance 
of paperwork emergencies will, on ex- 
amination, turn out to be the result of 
neglect—the result of not establishing 
control by foresight in order to prevent it 
from becoming an emergency. 

If control is not established now, the 
emergencies will not diminish; they will 
become more and more numerous. As an 
example, Company X has just had an elec- 
tronic computer delivered and suddenly 
they realize that you can’t automate a 
mess. The task force which was supposed 
to explore the need for it has done so but 
they did not do the preparatory spade 
work without which no computer can be 
used effectively. Now they have an emer- 
gency which consists of cleaning up cer- 
tain major paperwork procedures which 
should have been cleaned up long ago 
whether or not they were going to get a 
computer. This happens often and some- 
times the cleaning up process shows that 
the need for the computer—or any other 
type of mechanization, for that matter— 
was not really so great as it appeared if, in 
fact, there was a need at all. 

Management must make up its mind to 
take a long-range control viewpoint of the 
problem as well as the short-range emer- 
gency viewpoint. Since the emergency can- 
not be ignored, it means that management 
action must be taken in two directions, 
that of a short-range project to correct the 
existing situation and that of a long-range 
project to establish a control which will 
prevent the occurrence of future emergen- 
cies and which will bring about perma- 
nent savings through planned foresight. 

Many companies have had the best of 
intentions in setting up methods and pro- 
cedures departments to cope with these 
problems, but in too many cases the long- 
range results have been disappointing. 
Frequently, immediate results have been 
forthcoming—some of them quite dra- 
matic—but, after some time has passed, 


CHECKING BACK 


Although the idea of checks as a means of exchanging 
money is believed to have begun with the Romans about 
352 B.C., the forerunner of modern checking stemmed from 
a British practice in the 16th century. English goldsmiths 
would keep deposits for clients and the clients would pay 
debts with notes to the goldsmiths authorizing creditors to 
withdraw against their accounts. The first printed checks 
were issued in England in 1762, but the beginning of a 
checking system in this country dates back to 1681 when a 
group of Boston businessmen set up a clearing house for 
bank credit notes. The current volume of checks in the 
United States is 12 billion a year. 
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the results either continue to be tied to the 
emergencies or they tend to lose force. 
When a few years have passed the office 
cost burden not only has not decreased but 
has actually increased. 


OBJECTIVES AND GOALS 
IN PAPERWORK CONTROL 


The average —— control Pfo- 
gram in business today—whether manage. 
ment calls it a methods and procedures 
study, an automation feasibility study, a 
forms and records control program, or by 
any other name—suffers from two vital 
defects: First, the long-range goals of the 
program have never been specifically 
stated by management and, second, no 
fixed schedules of accomplishment have 
been established. 

Management usually has a general goal 
in mind, the reduction of overhead ex- 
pense through the elimination of clerks or 
by the introduction of automation or by 
some other means. A strict analysis, how- 
ever, shows these to be rather nebulous 
ideas rather than carefully defined ob- 
jectives. The scheduling of office cost con- 
trol to meet long-range goals is usually 
subordinated to the necessity of solving 
the current emergency. 

Real paperwork reduction can come 
about only through two means: First, the 
elimination of paperwork through a man- 
agement appraisal and a calculated risk in 
not keeping marginal records (manage- 
ment’s responsibility) and, second, 
through the adoption of more efficient 
procedures and methods of performing 
the work (responsibility of the methods 
and procedures staff and the first-line su- 
pervisors ). 

If considerable procedures work has al- 
ready been done in the organization the 
goals will emphasize the need for clerical 
cost-cutting through a detailed study of 
office tasks and operations. This will be 
done by means of work measurement and 
simplification backed up by a constructive 
supervisory training program to put the 
results into effect and to guarantee the 
long-range objectives. If there has been 
little procedures work, or if the pro- 
cedures work has been tied to emergencies 
rather than to a planned control program, 
the goals will have to be built around a 
preliminary audit of the entire situation 
and the steps to be taken to organize the 
methods and procedures work into a 
planned program. 

Scheduling the program depends en- 
tirely on the goals which have been set 
and inevitably brings into the picture the 
related and contiguous areas of automa- 
tion, forms control, records management, 
report studies, supervisory training, etc. 
These areas may be, and often are, at- 
tacked independently of a programmed 
approach to methods and procedures. But 
to effect a complete office cost-control pro- 
gram, they must be integrated with the 
other portions of the problem. 
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THE APPROACHES TO THE PROBLEM 


There are two basic approaches to the 
aperwork and office-cost problem—the 
horizontal and the vertical. It is important 
to understand these two approaches before 
an attempt is made to establish either 
goals or schedules. 

The horizontal approach is the one 
which attacks an entire paperwork a 
cedure. In all probability, the procedure 
will involve several different departments 
or work sections; it will cross lines of de- 
artmental authority and responsibility, 
and it will require an element of coordina- 
tion which will be found only on a plane 
above that of the individual line depart- 
ments. 

The horizontal attack on an over-all 
procedure is, in the majority of cases, un- 
dertaken because of some emergency or 
critical situation which has arisen. This 
has become so common that it is usually 
accepted by management as being a 
normal approach in methods and pro- 
cedures work. Here is one of the most 
fundamental errors that management can 
make—overlooking the prevention of the 
recurrence of the problem. 

The horizontal approach is a normal 
one for the solution of procedural prob- 
lems and it is valid if management does 
not always tie it to emergencies to the ex- 
tent that a long-range control program is 
never brought into being. One of the pri- 
mary objectives of the methods and pro- 
cedures staff, although by no means the 
only objective, is the study of procedures 
on this horizontal plane, following them 
through all the affected departments and 
coordinating the efforts of all for the com- 
mon good. Analysis and synthesis of fac- 
tual situations are the primary techniques 
of the horizontal approach, using efficient 
methods and procedures charts as basic 
tools. 

However, the methods and procedures 
staff will never have time to analyze each 
and every clerical operation which takes 
place within the procedure and this brings 
us to the other approach. 

The vertical approach is the one which 
attacks the detail of all the clerical opera- 
tions and tasks which take place within 
the various departments and work areas. 
This approach requires work measurement 
and work simplification as the primary 
techniques for its accomplishment. 

It deals with minutiae and must be per- 
formed at the level at which the work 
takes place, the first-line office-supervisory 
and worker level. The vertical approach to 
cost reduction in the office takes a well- 
defined area and examines each and every 
bit of work performed to see if it is nec- 
essary to the accomplishment of the pro- 
cedural objectives and, if so, if it is being 
performed in the most efficient and eco- 
nomical manner. 

The vertical approach for clerical cost 
analysis has two necessary prerequisites: 
First, the presence of a first-line super- 
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visory management capable of analyzing 
and simplifying the work; and, second, a 
procedural analysis to eliminate unneces- 
sary operations before the application of 
work measurement and simplification. 

The question immediately arises: Aren't 
the horizontal and vertical approaches 
synonymous? They are in part but not in 
whole. In a horizontal procedural study it 
would be almost impossible to avoid pick- 
ing up some of the detailed clerical opera- 
tions for improvement, and in a clerical 
detail study it would equally be impos- 
sible not to effect some procedural im- 
provements. 

But to take an entire procedural area 
with all the departments through which 
it passes, and simultaneously study every 
bit of clerical work in all those depart- 
ments, would be an almost impossible 
task without a tremendous staff. It would 
probably be an indigestible bite. 

In a way these two approaches coincide 
with the short-range and the long-range 
objectives. Cost reduction from individual 
procedural studies can easily turn out to be 
short-range only and, in fact, the demand 
for immediate results usually places it in 
the short-range objective area. The long- 
range control objectives, on the other 
hand, will depend on the degree to which 
the first-line supervisors have been built 
into the program and the extent to which 
they have been made capable of carrying 
out their share of the program. This is 
accomplished only through the techniques 
of the vertical or clerical cost-study ap- 
proach. A basic procedure may stay intact 
through the years and may include auto- 


mation, but unless there is some control 
over the efficiency of the clerical opera- 
tions the economy of the situation is apt 
to deteriorate to the point of losing much 
of the ground gained in the original study. 

If management is in a position to as- 
sign sufficient staff personnel it is possible, 
and desirable, to start with procedural 
studies and follow as soon as practicable 
with clerical cost studies. The reason for 
staggering the two is that there may be a 
loss in making cost studies of a situation 
which may change drastically through new 
procedures. However, as soon, as it is ap- 
parent that no great change is going to 
take place in an area the detailed study of 
clerical operations should be made. 

It will usually be a matter of emphasis 
between the horizontal and vertical ap- 
proaches. Both will come into play, but 
one will have to take precedence over the 
other unless management can assign 
enough personnel to carry both forward at 
the same time. If the emphasis is on the 
procedural approach in the beginning, 
provision will have to be made for taking 
up the clerical cost approach when the 
time is ripe for it. 


SCHEDULING THE WORK 

The scheduling of work in office cost 
control becomes, in a sense, a matter of em- 
phasis. Management must decide whether 
it wants to concentrate on individual pro- 
cedural studies through the horizontal ap- 
proach or on the clerical work through the 
vertical approach, or on a combination of 

(Continued on page 340) 
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Forest Products Accounting 


HE DIVERSIFIED TECHNICAL PROGRAM 
| menor at the 1959 Western Regional 
Conference of Controllers Institute of 
America emphasized the many-sided role 
of the controller in today’s management. 
Two papers considering problems of the 
controller as a financial executive dis- 
cussed the need for providing basic meas- 
urement data and the question of diversifi- 
cation through acquisition or merger; an- 
other, directed to the controller as a mem- 
ber of top management, looked at chang- 
ing concepts in human relations ; and two 
others presented observations on Cana- 
dian-American interests and an economic 
preview of the sixties. 


GULLANDER: Forest Products Accounting 
—A Problem in Measurement 

Forestry measurement presents many 
complex and unique problems which 
range from the measurement of growing 
and harvested raw material (trees and 
logs), and the measurement in relation- 
ship of many products from the single 
raw material, to the problem of measure- 
ment of profit potential for investments 
from which income will not be derived 
for as long as 80 years. 

Using the problems encountered in pro- 
viding basic measurement data in the for- 
est products industry to illustrate and 
dramatize his point, W. P. Gullander, vice 
president of finance for Weyerhaeuser 
Timber Company, Tacoma, Washington, 
reported that one of the biggest challenges 
constantly before the financial executive is 
the necessity and obligation to provide 
and then improve upon measuring devices 
which management can reasonably rely 
upon in exercising its business judgment. 
At the same time, such an executive must 
be equally ready to assume the responsi- 
bility of insuring that even the best of 
measurement devices are not used with a 
greater degree of reliance than their ade- 
quacy would justify. 

Mr. Gullander pointed out that consid- 
erable financial information is publicly 
available, generally in the form of annual 
financial reports and as compiled by se- 
curity analysts; the shareowner or pro- 
spective investor can rely on the former 
and more often than not on the latter. 
But, because of substantial differences in 
the nature of various enterprises, even 


THE CONTROLLER 








CLOSING LUNCHEON—National officers of the Institute and members of the Conference Executive Committee 


Western Regional Come 


such information must be used with dis- 
cretion, good judgment and understand- 
ing. 

Such data, however, rarely if ever pro- 
vide sufficient information upon which ef- 
fective management decisions can be 
made. For this purpose, more detailed in- 
formation must be compiled but its use- 
fulness as a basis for exercise of manage- 
ment judgment is no better than the relia- 
bility of the yardsticks upon which the in- 
formation is predicated. Moreover, their 
limitations must be fully recognized. 


LINK: Diversification Through 
Acquisition or Merger 

Diversification through acquisition or 
merger was dealt with in considerable de- 
tail by Richard M. Link, vice president of 
Blyth & Co., Inc., Los Angeles, California. 
While recognizing the diversity of reasons 
for all such actions, which probably have 
as their objective an increase in the safety 
or security of a corporation, Mr. Link said 
that the basic reasons for mergers and 
acquisition were to: 

1. Broaden the product line horizon- 
tally in the same general field. 

2. Integrate a product line vertically. 

3. Acquire a new product in a different 
field where skills are basically the same or 
to obtain technological capabilities in a 
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similar field in which internal develop- 
ment has been inadequate. 

4. Cover a broader marketing area geo- 
graphically. 

5. Acquire a business to offset a declin- 
ing business. 

6. Acquire commercial business to pro- 
vide a balance against military business 
and vice versa. 

7. Diversify just to diversify, or to sat- 
isfy an acquisitive instinct, or just to be 


big. 


He then reviewed the financial factors 
to be considered in acquisitions and 
pointed to many of the problems that may 
be encountered in varying degrees. The 
principal financial factors bearing on 
acquisitions include questions concerning: 


1. Whether or not it is advantageous to 
have a nontaxable or a taxable transaction. 
Goodwill and pooling of interests. 
Contingent and unknown liabilities. 
Available tax loss carry-overs. 

The size of the transaction. 

. Whether or not there is an estab- 
lished public market for the stocks of the 
companies. 

7. The financial condition of each of 
the companies, particularly whether or not 
one of them may have a large amount of 
surplus cash. 
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8. Economic conditions and the posi- 
tion of the stock market and of the money 
market. 


Some of the problems to be reconciled 
are integration of organizations, thinning 
out of management, thinning out of finan- 
cial strength, internal product develop- 
ment, and loss of character. Mr. Link 1l- 
lustrated many of his points by particular 
reference to various transactions com- 
pleted in recent years. 


HOCHULI: Changing Concepts 
in Human Relations 


Edward S. Hochuli, manager of em- 
ploye relations at the General Petroleum 
Corporation, Los Angeles, California, 
raised many thought-provoking questions 
in his discussion of changing concepts in 
human relations. Without depreciating 
any of the basic concepts of good em- 
ploye relations, or minimizing the value to 
an employer or the employe of well-con- 
ceived benefit plans and programs, he 
stated the time has come for a critical re- 
view of many of the things done in the 
name of human relations which have 
stemmed from expediency, fads, taxes, un- 
ion pressures, and the like. 

Among the popular concepts Mr. Ho- 
chuli challenged was “people are the most 
important part of an industrial organiza- 
tion.”’ Further, ‘it is far more realistic to 
consider individuals as one part of the 
business organization where importance 
varies under different conditions. We can- 
not overlook other equally, or more im- 
portant aspects, no small part of which 
are the ‘tools’ required and the money 
necessary to finance them. Too much stress 
on people can diminish the importance of 
production, sales, finance, etc., with seri- 
ous consequence on the business’ well-be- 
ing. 

Mr. Hochuli also suggested that the 
monumental flood of communications di- 
rected toward making everyone like all 
things in the corporate image might well 
be reduced to more realistic optimum com- 
munication. Emphasis on team play has 
reached the point that, in the view of 
many, it’s bad to be a boss. Yet few will 
deny the need of a boss to make decisions 
and keep things rolling. In Mr. Hochuli’s 


view, ‘‘a man cannot be both leader and 
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member.” He challenged many aspects of 
training. Some skills can be taught, but in 
the main, training does its best job by 
helping personnel to develop themselves. 

Mr. Hochuli stated, ‘“Today we do have 
a great body of information which will be 
useful in a critical review,’ and the time 
has come for such a review to the end that 
“changes in the industrial relations pro- 
grams of business organizations will, in 
the future, not only proceed at a much 
slower pace because of the increased abil- 
ity to evaluate, but will undoubtedly im- 
prove in quality.” 


KREPS: Economic Preview 
of the Sixties 

In an economic preview of the sixties, 
Theodore J. Kreps, professor of Eco- 
nomics at the Graduate School of Busi- 
ness, Stanford University, Stanford, Cali- 
fornia, covered four of the major prob- 
lems facing the country. 

While not minimizing the importance 
of many other perplexing problems to be 


contended with, Professor Kreps stressed 
the particular importance of (1) the need 
to sustain and improve the nation’s eco- 
nomic growth, (2) the relationship 
thereto of inflation and apportionment of 
investment, (3) impediments to growth, 
and (4) the urgent and essential require- 
ment for more and better skilled managers 
in all spheres of activity—business, labor, 
government, schooling, etc. 

There appears to be but little doubt that 
we may expect continued economic 
growth. The principal question in this re- 
spect, in Professor Krep’s view, is whether 
or not our recently experienced average 
rate of growth of 3% per annum is ade- 
quate to improve living standards of all 
Americans, particularly the millions who 
still are at substandard levels, and is sufh- 
cient to match the growth programmed be- 
hind the Iron Curtain. Maintenance of 
economic growth at any level necessitates 
constant research into all phases of our 
economic life, including, not only scien- 
tific and technological, but also in the 
fields of distribution and management, to 


LEFT 


THE NATIONAL BOARD OF DIRECTORS which met 
in conjunction with the Santa Barbara Conference, 
Beginning at the left are: H. K. Merrill, director, 
Region X; W. T. McGillivray, director, Region x; 
John V. Page, director, Region VIII; Donald A. 
Robertson, director, Region Vil; John O. Yeasting, 
vice president, Region X; Edward Gardner, presi. 
dent, Albany Control; Wm. Herbert Carr, past 
president, Controllers Institute; Roger A, Yoder, 
president-elect, Controllers Institute; Murray §, 
Gelber, incoming vice president, Western Area: 
Donald P. Jones, incoming vice president, Eastern 
Area; Stanley B. Murray, incoming director, West. 
ern Area; Rudy Ostengaard, incoming director, 
Western Area; W. J. Pennington, incoming direc. 
tor, Western Area; Robert J. Landolt, chairman, 
national Federal Taxation Committee; Robert Ff, 
Morris, president, Los Angeles Control; Wilson K. 
Minor, trustee, Controllership Foundation; James F. 
Lillis, director, Region VI; L. Keith Goodrich, vice 
president, Region Il; Edward H. Eaton, director, 
Region IV; and D. E. Browne, immediate past 
Board chairman, Controllers Institute. 

Seated in the foreground (left to right) are: 
Paul Haase, managing director, CIA; James L. 
Peirce, chairman of the national Board; and J. Mc- 
Call Hughes, president of the Institute. 


mention a few. The influence of govern- 
ment on the business climate, and on our 
individual liberties, also poses a growing 
problem. 

Clearly, Professor Kreps does not feel 
our problems will become less. Rather, 
they will grow. Not only will existing dif- 
ficulties persist, but many others will arise 
as our economy expands and becomes 
more complex. One of the more signifi- 
cant, which is already with us in varying 
degrees, is the matter of basic raw ma- 
terials, even water. Our economy must be 
supplied from foreign sources. Interna- 





LOWER LEFT 
DONALD A. ROBERTSON, national director, Region 
VII, and John O. Yeasting, vice president, Region 
X, are shown with their wives at the closing lunch- 
eon. 


LOWER RIGHT 
H. K. “STRETCH” MERRILL, director, Region X, and 
Wm. Herbert Carr, past president of the Institute, 
and their guests are pictured listening to ‘Dr. Kurt 
Von Gruenther.” 
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tional trade, the financing of our imports 
by adequate exports, becomes of even 
greater importance and will seriously tax 
our ingenuity. 

Underlying all this, and this is Profes- 
sor Krep's most important point, is the 
need for better education facilities for the 
development of better, more highly skilled 
managers in all walks of life. Managers, 
administrators and planners must be de- 
veloped in increasing quantity and with 
superior skills. All latent skills of any 
character in all citizens must be developed. 
Our citizenry is our most valuable re- 
source. The funneling of ample financial 
resources into the education system is and 
will continue to be one, if not the most 
important, of our major problems. 


HUGHES: National Reorganization of 
Controllers Institute of America 


J. McCall Hughes, president of Con- 
trollers Institute of America, opened the 
Western Regional Conference at a break- 
fast session during which he discussed the 
objectives of the changes effected in the 
Institute’s organization last fall. His main 
point was quite simple: as controllership 
has continued to grow in stature in the 
business enterprise, so has their profes- 
sional organization had to match the 
growth and adopt changes which enable it 
to better serve the membership. 
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TOP LEFT 


JOHN W. D. WRIGHT, vice president, Region VIII, 
Wagner D/Alessio of the San Francisco Control 
and William R. Thomas, president, San Francisco 
Control are pictured with their wives. 


TOP RIGHT 
DIRECTORS take a coffee-break and enjoy the sun- 
shine on one of the terraces. 
CENTER 
RODNEY S. DURKEE, fourth national president of 
Controllers Institute, and Mrs. Durkee shown at the 
closing luncheon. 
LOWER LEFT 
SHOWN with their wives (clockwise around the 
table) are Vance Schneider of Los Angeles, Donald 
P. Jones of Philadelphia, and George Hodson of 
Vancouver. 
LOWER RIGHT 
PICTURED (left to right) are Mrs. Paul Haase, D. E. 
Browne, immediate past Board chairman; Paul 
Haase, managing director; Roger A. Yoder, presi- 
dent-elect, and L. Keith Goodrich, vice president, 
Region II. 








The latest step of creating Areas of 
Operation, each of which is represented 
on the National Board by an Area Vice 
President, should greatly facilitate the 
communication of ideas and information 
between such Areas, the national organi- 
zation, the local Controls and the mem- 
bership itself. Area Operations Commit- 
tees, composed of representatives of all 
Controls within the Area, can act much 
more promptly and effectively on matters 
of local concern, and can more readily 
transmit exchange, both up and down, be- 
tween Controls and the national organiza- 
tion. 

While there is every reason to believe 
from pilot meetings of Area Operations 
Committees that the reorganized structure 
will be highly effective, Mr. McCall 
stressed that the structure itself only pro- 
vides the means to better communication. 
It cannot of itself successfully carry out 
the aims. 


DEUTSCH: Some Observations 
of a Neighbor 

In presenting his observations on Cana- 
dian-American interests, John J. Deutsch, 
professor of economics at the University 
of British Columbia, Vancouver, B. C., 
stressed the mutual and growing impor- 
tance of relationships between the two 
countries. He pointed out that these rela- 
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tionships encompassed all fields of interest, 
including trade, finance, social institutions, 
cultural influences and defense. Professor 
Deutsch stated at one point, ‘The simple 
fact is that the relations between our two 
countries, both in their range and influ- 
ence, surpass those between any two other 
nations in the world. The extent of these 
relations is quite unique.” 

He supported this with a variety of 
data. The professor reported that one- 
fifth of all United States’ exports are sold 
in Canada, and these constitute almost 
75% of total Canadian imports. Con- 
versely, three-fifths of Canada’s exports 
reach markets in the United States. Amer- 
ican investments in Canada constitute 
nearly 80% of foreign investments in that 
country, yet on a per capita basis Canadian 
investment in the United States is larger. 
Professor Deutsch estimates that more 
than one million jobs in each country are 
directly dependent on the trade across the 
border. 

In addition to the important interde- 
pendence on defense activity, the profes- 
sor brought out common interests in re- 
spect of business organization, industrial 
techniques, and consumer tastes. The sim- 
ilarities between the objectives, concerns 
and points of view of the people of the 
two nations are quite striking. 

In many respects, this interrelationship 


has become interdependence. Accordingly, 
the relations are becoming more complex 
and difficult; differences have arisen. Pro- 
fessor Deutsch suggested, however, that 
settlement of such differences has been 
hampered by a too-ready assumption that 
we fully understand each other. He felt 
that despite our similarities, there are im- 
portant differences in political institu- 
tions, educational systems and in our econ- 
omies. He urged more consideration of 
such factors and a better understanding of 
them as a basis for even greater future 
mutual gain. 


VON GRUENTHER: Financial Officer's 
Role in the Business Enterprise 


The concluding paper at the Western 
Regional Conference was presented by 
Dr. Kurt Von Gruenther, who commented 
upon the financial officer’s role in the 
business enterprise from an international 
point of view. His comments generated a 
great deal of interest, although as his talk 
progressed it was obvious the audience 
became more and more confused. This 
confusion was shared by the speaker who 
finally sat down in a state of almost com- 
plete disorder and in tears. 

The merriment and confusion, how- 
ever, was to be expected, as at this point it 
developed the speaker was, in actuality, 
William H. Thompson, a long-time radio, 
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trate 


WILLIAM H. THOMPSON, manager, Public Services, 
Union Oil Co., is congratulated after he completed 
his impersonation as “Dr. Kurt Von Gruenther” at 
the closing luncheon. Shown with Mr. Thompson 
(left to right) are J. Robley Janssen, general chair- 
man of the Conference, James L. Peirce, chairman 
of the Board; Max Lorimore, publicity chairman; 
Robert F. Morris, president, Los Angeles Control; 
and J. McCall Hughes, president, Controllers In- 
stitute. 


TV, and motion picture personality. Bill 
Thompson, probably best known as the 
creator of “The Old Timer’ and ‘Mr. 
Wimple” in the Fibber McGee and Molly 
radio show, was exceptionally entertaining 
and fooled his audience in his presentation 
for much of the time. His concluding re- 
marks had to do with Boys Clubs of 
America and juvenile decency, to which 
he has voluntarily devoted his time and 
energy for more than 20 years. Quite re- 
cently he was appointed to the National 
Board of Directors of the Boys Clubs of 
America by the national chairman of that 
organization, former president Herbert 
Hoover. 

James L. Peirce, chairman of the board 
of Controllers Institute and vice president 
and controller of A. B. Dick Co., Chicago, 
Ill., presided at the opening day’s lunch- 
eon. Presiding at Saturday’s luncheon was 
J. McCall Hughes, president of the In- 
stitute and executive vice president, Mu- 
tual of New York, New York. 

Serving as chairmen of the various tech- 
nical sessions were Charles M. Humphrys, 
president-elect of the Vancouver Control 
and controller of Kelly, Douglas & Co. 
Ltd.; Winston D. Brown, president of 
the Seattle Control and president, Howard 
S. Wright Construction Co. ; Robert F. 
Morris, president of the Los Angeles Con- 
trol and treasurer, Don Baxter, Inc.; Wil- 
liam R. Thomas, president of the San 
Francisco Control and vice president-f- 
nance, Cutter Laboratories; Robert W. 
Rehfeld, president of the Arizona Control 
and treasurer of Southwest Lumber Mills, 
Inc. 

Serving behind the scenes was J. Rob- 
ley Janssen, controller of Lockheed Corp. 
and general chairman of the Conference. 
Assisting him as vice chairmen wetfe 
Charles J. J. Cox, controller and assistant 
treasurer, Western Air Lines, and prest- 
dent-elect of Los Angeles Control, and 
David B. MacTavish, treasurer and con- 
troller, Los Angeles Turf Club, Inc. 


THE CONTROLLER * JULY, 1959 


X%.UM 














1959-1960 


PRESIDENTS 
OF LOCAL CONTROLS 





VAROS 8. MURRAY CONTROLLERS INSTITUTE OF AMERICA Jon 8 ULNG 


General Electric Co. Pemco Corporation 





vices, Albany SECTION I* Baltimore 


leted 
r’ at 
Ipson 
hair- 





LAWRENCE H. PEXTON HAROLD W. BURKETT LOUIS T. HUSER P. G. McAUSLAND ARTHUR G. GREEN 
of General Radio Company U.S. Rubber Reclaiming The Lunkenhei Company The Reliance Electric & Columbus & Southern Ohio 
hicks Co., Inc. Engineering Co. Electric Co. 

aes Boston Buffalo Cincinnati Cleveland Columbus 








IRVING L. LAU H. L. BURROUGH RICHARD M. HALL ALBERT G. NELSON ROY T. DILLEY 


-ch- The Sheffield Corporation Cafritz Company City of Orlando The Magnavox Company American Fletcher National 
Bank and Trust Co. 


rys, Dayton District of Columbia Florida Fort Wayne Indianapolis 





ob- VINCENT T. LORIMER L. E. ROBERTSON A. ROBERT SEASS MAX S. SIMPSON RICHARD R. ALLEN 
rp. Emery, Bird, Thayer Sperry Gyroscope Company Hamilton Mfg. Co. Curtiss-Wright Corporation Oklahoma Natural 
1Ce. Company Gas Company 
Kansas City Long Island Milwaukee Newark Oklahoma 


* SECTIONS II & Ill each comprising 18 more Controls will appear in the August and September issues of THE CONTROLLER 





on 
CO rr er rrr rrrerr ere rc JULY 1959 





959 331 








X%UM 





Business Failures Analyzed by D&B 


EFLECTING THE IMPACT of the reces- 
R sion, business failures in 1958 reached 
a new postwar high of 14,964 with liabil- 
ities of $728 million. The brunt of the 
economy’s downturn, however, was felt 
in the first half of the year when business 
casualties climbed 14% above the com- 
parable period of 1957. Significantly, the 
increase slackened to 4% in the last half 
of the year. This downward trend, reports 
Dun & Bradstreet, Inc., has continued 
into the first quarter of 1959 with 3,697 
businesses failing with resulting liabilities 
of $197 million. Percentagewise, this rep- 
resents a decrease of 8% in numbers and 


a decrease of 2% in liabilities compared 
to the first quarter of 1958. 

In relation to the operating business 
population, the rate of failure remained 
moderate. Concerns failed in 1958 at the 
rate of 56 per 10,000 enterprises listed 
in the Dun & Bradstreet Reference Book. 
This compared with 70 per 10,000 in pre- 
war 1939 and was a little more than a 
third of the 1932 record of 154. 

Although all size groups and nearly all 
lines of business suffered heavier casual- 
ties during 1958, the most marked in- 
creases occurred among the failures with 
liabilities of $100,000 or more. For the 
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second consecutive year, the rise of fail. 
ures among manufacturers accelerated, 
Among retailers, upturns varied widely, 
from a slight 2 or 3% in food, drug and 
apparel stores, to 12% in restaurants and 
24% in the automotive trade. 

Improvements, on the other hand, were 
noted in the textiles and apparel manu- 
facturing industry, where tolls dipped to 
the lowest in five years, and in appliance 
retailing, where a mild decline occurred. 
In construction the steep climb of recent 
years abated to 3% while declines among 
subcontractors and heavy construction con- 
tractors almost offset the continued tise 
among general builders. Businesses in the 
first five years of operation continued to 
predominate the failure picture, account- 
ing for 57% of total casualties. Failures 
among businesses over ten years old, how- 
ever, continued to grow and they have 
risen gradually year by year from 11% in 
1948 to 21% in 1958. 

Geographically, most of the 1958 in- 
crease in failures occurred among busi- 
nesses in large industrial cities and was 
concentrated in four regions: the New 
England, Middle Atlantic, South Atlantic, 
and East North Central states. Failure sta- 
tistics compiled by Dun & Bradstreet do 
not include all discontinuances of busi- 
ness: the reported failures include only 
those concerns involved in actions likely 
to end in losses to creditors. 

The causes of business failures in 1958, 
based on opinions of informed creditors 
and other sources, indicated that incompe- 
tence was the most significant underlying 
cause. On a statistical basis, incompetence 
was the underlying cause in 44.1% of the 
failures while unbalanced experience ac- 
counted for 18.6%, lack of managerial ex- 
perience 17.0% and lack of experience in 
the particular line 12.3%. These underly- 
ing causes were reflected in apparent 
causes such as inadequate sales, heavy op- 
erating expenses, receivables and inven- 
tory difficulties, excessive fixed assets, poor 
location, and competitive weakness. Other 
underlying causes included neglect, te- 
sponsible for 3.4% of the failures, fraud, 
2.1%, and disaster, 1.3%. In only 1.2% 
of the cases was the reason for failure un- 
known. 


Time Payments on Time 


Consumer credit is increasing but de- 
linquency ratios are decreasing, according 
to the latest survey of the Installment 
Credit Commission of the American Bank- 
ers Association. As of March 31, 1959 the 
delinquent percentage for personal loans 
was 1.41 against 1.56 the year before. For 
property improvement loans the drop was 
to 1.71 from 2.09 per cent, and for auto- 
mobile financing, it declined to .78 from 
.88 per cent. The ABA sees the improve- 
ment in delinquency ratios as a reflection 
of confidence in the economic future. 
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Outlook Still Good 
for Accounting Graduates 


Of 184 companies reporting, 98 expect 
to hire 1,136 college graduates in the ac- 
counting field this year according to the 
13th annual survey of trends in the em- 
ployment of college and university gradu- 
ates compiled by Frank S. Endicott of 
Northwestern University. Last year 95 
companies hired 1,042 accounting gradu- 
ates. ; 

With 116 companies reporting, statis- 
tics on starting salaries in the accounting 
field show 31 paying less than $400, 69 
in the $401 to $450 range, 15 in the $451 
to $500 bracket, and one hiring at over 
$501. The average starting salary for ac- 
counting graduates in 1959 is $422 as 
against $417 in 1958. 

In comparison with other categories, 
this is higher than the sales and general 
business trainees categories and lower than 
engineering and “other fields’ classifica- 
tions. Starting salaries for college men 
seem likely to continue their steady rise 
but a distinct leveling tendency is becom- 
ing apparent, according to the survey. 

Because of increased interest in the 
earnings of college men several years after 
graduation, respondents were asked to es- 
timate current average monthly salaries 
for men hired from the classes of 1953 
and 1948. Forty-eight companies reported 
an average monthly salary of $618 for 
1,110 accounting graduates hired in 1953; 
43 companies reported an average monthly 
salary of $839 for 642 accounting gradu- 
ates hired in 1948. 

Companies included in this survey are 
those which actively recruit graduates by 
making systematic campus contacts. Re- 
ports came from 25 states and most of 
these companies recruit graduates in vari- 
ous parts of the country. 

It is interesting to note that, while more 
men will be sought, these companies will 
reduce by six per cent the number of col- 
leges to be contacted. Last year these con- 
cerns contacted an average of 48 colleges 
per company. In 1959, the average will be 
45 colleges. 

The general trend for 1959 appears to 
be a substantial increase in the number of 
college men and women to be employed. 
The reporting companies plan to hire 13 
per cent more engineers and other tech- 
nical men than they employed last year. 
The increase in the employment of non- 
technical men is 19 per cent over 1958. 
About 25 per cent of these companies, 
however, plan to employ fewer graduates 
than they did a year ago. 
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Richmond, Virginia (AB0ve LEFT) 


Controls celebrating significant anni- 
versaries were given gavels by the Rich- 
mond Control at the 1959 Eastern Re- 
gional Conference held April 19-21. 
Shown with their gavels are the Control 
representatives: Burdette A. Johnson from 
the Boston Control which has celebrated 
its 25th Anniversary; Frank S. Capon, 
Montreal Control, 10th Anniversary; Paul 
A. May from the Pittsburgh Control, 





which celebrated its 25th Anniversary; 
Richard G. Jones from the New York 
City Control, which celebrated its 25th 
Anniversary; and Jack Plumpton of the 
Hamilton (Ontario) Control, which cele- 
brated its 10th Anniversary. 


New York City (Above RIGHT) 
Richard G. Jones (/eft), secretary and 

controller, Handy & Harman, New York, 

who accepted the gavel for the New York 


IL} LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 





City Control at the Richmond Conference, 
presents the gift to the 1958-59 president 
of the Control, G. L. Phillippe (center), 
comptroller, General Electric Company, 
New York, as J. McCall Hughes (right), 
1958-59 president of Controllers Institute 
and executive vice president, Mutual of 
New York, looks on. 


Columbus, Ohio (ower LEFT) 


E. W. Weston, secretary and treasurer, 
the Weston Paper and Manufacturing Co., 
Dayton, Ohio, presided at a luncheon at 
the 21st Annual Ohio State University In- 
stitute on Accounting. Mr. Weston (cen- 
ter) who is vice president of Region VII, 
Controllers Institute of America, intro- 
duced the luncheon speaker, John Balles 
(left), assistant vice president, Federal 
Reserve Bank of Cleveland, Ohio, whose 
topic was “Business Conditions and Mon- 
etary Policy.” James R. McCoy, an asso- 
ciate member of the Institute and profes- 
sor of Accounting, College of Commerce 
and Administration, the Ohio State Uni- 
versity is at the rzght. 





Insurance Company and School Help Staff Buy Homes 


Faculty members of Stevens Institute of 
Technology have been offered a plan to 
help them finance the purchase of new 
homes. The program was worked out by 
Stevens Institute and the Prudential In- 
surance Company. 

Any faculty member above the rank of 
an instructor may buy a home within com- 
muting distance of the school with a 
down-payment of only 10% of the pur- 
chase price. Prudential will carry a first 


mortgage of up to 75% of the total price, 
at 514%, and the Institute will provide a 
second mortgage of up to 25% at 4% in- 
terest. 

If the insurance company elects to put 
up 75% of the price, the Institute would 
provide a second mortgage of 15%. If 
the insurance company preferred to sup- 
ply 65%, the Institute would provide a 
second mortgage of 25%. 

Among requirements set up in the ar- 


rangement are provisions that the home 
must be for year-round occupancy. The 
plan also requires that the price cannot 
be more than its appraised value. 

The faculty member purchasing a home 
under these arrangements will make 
monthly payments of amortization and 
interest to Prudential on the first mort- 
gage. Monthly deductions from salary 
will be taken by Stevens Institute to covet 
amortization and interest on the second 
mortgage. 
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News of Other Organizations 


NAA 

Leslie I. Asher, manager-finance, Small 
Aircraft Engine Dept., General Electric 
Co., West Lynn, Mass., has been elected 
president of the National Association of 
Accountants for the 1959-1960 year. 

Elected as vice presidents for the same 
term are: Granville F. Atkinson, secre- 
tary-treasurer, the Crosse & Blackwell 
Co., Baltimore, Md.; John B. Bachofer, 
executive vice president and general man- 
ager, Nelly Don, Inc., Kansas City, Mo. ; 
Merwin P. Cass, resident partner, Charles 
F. Rittenhouse & Co., New York, N. Y.; 
Ora Ray Dawson, ptincipal, Ora Ray 
Dawson, CPA, Dayton, Ohio; J. Curran 
Freeman, controller, Dresser Industries, 
Inc, Dallas, Texas; Donald J. Patton, 
treasurer, the Hadley Corp., Weaverville, 
N. C.; George A. Rawcliffe, controller, 
Dixon Corp., Bristol, R. I.; and Bernard 
H. Semler, vice president and controller, 
Freeman Shoe Corp., Bristol, R. I. 

Mr. Freeman and Mr. Patton are mem- 
bers of Controllers Institute of America. 


NICB 

Charles M. White, chairman of the 
Board and chief executive officer of Re- 
public Steel Corporation, was elected 
chairman of the National Industrial Con- 
ference Board for a term of one year at 
the Board’s 43rd Annual Meeting. Mr. 
White became active in the work of NICB 
in 1938 when he was elected a board 
member. He was named a trustee in 1946, 
served as vice chairman from 1956 to 
1958 and last year was elected chairman 
of trustees. He is also a member of the 
executive committee and a director of the 
American Iron and Steel Institute. 


SPA 

David D. Merriman was elected na- 
tional president of the Systems and Pro- 
cedures Association for the year 1959- 
1960. Mr. Merriman is controller of the 
McCord Corporation, Detroit, Michigan. 
He was a founder and charter member of 
the Detroit SPA when it was organized in 
1948 and was president of this organiza- 
tion when it became the Detroit Chapter 
of SPA. He was national vice president of 
SPA last year. 

Other national officers elected at the 
same time were: Keith DeLashmutt, R. R. 
Donnelley & Sons Company, The Lake- 
side Press, Chicago, Ill., executive vice 
president; Roy Clark, Thomas J. Lipton 
Co., Inc., Hoboken, N. J., secretary; and 
John P. Williamson, Toledo Edison Co., 
Toledo, Ohio, treasurer. 





APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 
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INFLATION—Facts: Facets: Future 


The Economic Conditions under which Business Now Operates. 
A panel from the Federal Reserve Board of Cleveland. 


Accounting in an Inflationary Era. 
Prominent spokesmen from the accounting profession. 


Counteracting Inflation in Costs, Labor and Tax Planning Areas. 
Experts in these specific fields. 


Foreign Operations and Foreign Competition. 
A prominent industrialist. 


How Foreign Operations Are Conducted and Why: How to eval- 
uate foreign operations if you are now a domestic company; 
what will happen if you do not engage in foreign operations. 


Well-known businessmen and controllers of medium and small 
companies. 


Plus 


Industry Round Table Conferences on Various Subjects. 


Guest Speakers: David L. Lawrence, Governor of Pennsylvania 
and George Murphy of Westinghouse Electric Corporation. 


Annual Business Meeting, Controllers Institute. 


Sponsored by the Pittsburgh Control of Controllers Institute 
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THE MANAGEMENT DILEMMA 


Three new releases in the field of man- 
agement present an interesting array of 
viewpoints which, while not conclusive of 
anything as a unit, are each representative 
of a particular trend. These trends are not 
new but are a part of an evolutionary 
process. 

For example, there has always been a 
“view from the top.” Early philanthropists 
saw a responsibility to endow public li- 
braries, schools and museums; foundations 
were set up as businessmen recognized 
financial power carried with it a certain 
amount of social responsibility. Carrying 
this line of thought further, the theme of 
the first book mentioned below empha- 
sizes that not only business (the corpora- 
tion) but the businessman, as a member 
of a particular and influential group, has a 
responsibility beyond financial contribu- 
tion—a responsibility to represent his 
group in the society of which it is a part, 
and contribute his talents to shaping the 
society in which he lives. 

The manager at work, the relationship 
of the businessman to his own group, is 
examined in the second of the books listed 
below. Here again, a continuation of a 
trend is seen—the world of the executive, 
so long fodder for the novelist, has be- 
come the laboratory of the social scientist. 
The two-dimensional executive has given 
way to a complex of intelligent men work- 
ing toward a common goal in a situation 
of conflicting values, balancing the de- 
mand for conformity with the demand for 
independent and imaginative action. A 
tenuous connecting line may be drawn 
from the second book to the first with the 
thought that the stresses of the business 
world reflect the society in which they 
exist; the organization man is as much a 
victim of that society as of the organiza- 
tion. 

However, the luxury of reflective 
thought seems to be peculiar to the man- 
ager. The view from the bottom is simpler 
in that the individual's goal is more clearly 
defined—get to the top. Horatio Alger 
was clever, rose with the birds and worked 
hard, but the formula for success, out- 


lined in the third book below, has devel- 
oped another dimension—see things from 
management’s point of view. What may 
be a portent of things to come (as de- 
scribed in the second of these books) is 
seen in the title of the last chapter, “Pay 
the Price and Take the Reward.” 





* * 


MANAGEMENT’S MISSION IN 
A NEW SOCIETY* 


Ed. by Dan H. Fenn, Jr. 


This book is based on the Fiftieth An- 
niversary Conference of the Harvard Busi- 
ness School where 2,000 businessmen 
spent two days examining basic questions 
touching their lives and their role in the 
world—the ‘‘whys” rather than the 
“hows” of day-to-day managerial life. 
What is the public’s ‘‘image’’ of the new 
society and what is the “image” of busi- 
ness in relation to it? The Conference, 
then, was to urge the businessman to see 
himself not only as a manager but as a 
member of a group with a responsibility 
and opportunity to contribute to the shap- 
ing of the political and social climate 
within which he lives and works. 

To this end, 21 papers were delivered 
by businessmen, historians and educators, 
as well as public relations, editorial, and 
diplomatic and political personnel. Part 
One of the book, titled “Mandate for a 
Mission,” includes discussions on the past 
and future role of business, businessmen 
in relation to national security and com- 
munism, and the interrelationships of 
business and society in the light of change. 
In Part Two, “A Closer Look at the 
Businessman’s Role,’ the papers range 
from farm and union problems to market- 
ing, creativity, and public relations, in 
addition to economic questions at home 
and abroad, and personal values, power 
and morality. This is a book designed to 
raise questions rather than answer them. 


* Published by McGraw-Hill Book Com- 
pany, 330 West 42nd St., New York 36, N. Y. 
$6.00. 
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MEN WHO MANAGE*# 
By Melville Dalton 


The author comes directly to the point 
in the first sentence of his Introduction, 
“This is a study of how business and jn. 
dustrial managers manage.” The book, 
based on confidential case material, is built 
around discussions of typical and recurring 
problems that develop in every enterprise, 
These recurring problems grow out of six 
factors, each of which is made the subject 
of a chapter: (1) Pressures for efficient 
operation, (2) relationships between pow. 
erless experts and administrative supe- 
riors, (3) local meanings found by labor 
and management in high-level work agree- 
ments, (4) the precarious route up the 
managerial ladder, (5) the task of recog. 
nizing and rewarding differential con- 
tributions, and (6) the cumulative effects 
of these strains on the individual executive. 

The book, then, is a study of compro- 
mise between key individuals and groups, 
eventually generalizing on the compromise 
between those to whom method and pro- 
cedure are of prime importance, and the 
adapters and reorganizers who stress ends 
over means. Commenting on the fear that 
the result of concession and compromise is 
conformity, the author finds the emphasis 
is too much on the visible—''the problem 
is less one of the individual’s being him- 
self than it is of his being free to show 
himself as he is.” 


* Published by John Wiley & Sons, Inc. 
440 Fourth Ave., New York 16, N. Y. $6.75. 


THE EXECUTIVE AT WORK: 
A Guide to Successful Performance* 


By Fred DeArmond 


Making no claim to originality, this is 
essentially a well-organized guide to com- 
monly accepted principles of attitude and 
behavior. An easy-to-read “how-to” book, 
it breezes along in sprightly fashion with 
anecdotes to illustrate almost every maxim 
and concise summaries at the end of chap- 
ters. The author's formula for a successful 
climb up the managerial ladder is basically 
to think as a manager thinks, see things 
through his eyes. 

The book is divided into sections cover- 
ing human relations—judging men, adapt- 
ing to superiors, getting along with asso- 
ciates, leading subordinates; problems of 
executive organization; decisions and 
plans; thinking and selling ideas; and 
management as a career. The author 
doesn’t promise that putting oneself in the 
boss’s place will assure permanent occu- 
pancy, but proceeding contra to all the ad- 
vice in this book would certainly put one 
on the outside looking in. 


* Published by Prentice-Hall, Inc., Engle- 


wood Cliffs, N. J. $4.95. 
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CLASSIFICATION AND 
CODING TECHNIQUES TO | 
FACILITATE ACCOUNTING | 
OPERATIONS* | 
| 


In many companies, growth in the vol- 
ume of data handled and the desire to 
bring them into better focus for manage- | 
ment’s use have called for improvement in | 
the classification and coding plans em- | 


loyed. New developments in coding have | 


also been necessary to take advantage of | 
extensive technological advances in data- | 
processing equipment. | 
This study was initiated to determine 
how data for which the accountant has re- | 
sponsibility are classified and coded to 
provide timely and useful reports to man- 
agement. Specific applications of data- 
processing equipment have been excluded, 
however, because variety and rapid change 
in machines available would limit the use- 
fulness of any conclusions drawn. | 
Practices of 40 companies, chosen be- | 
cause of their extensive experience with | 
the subject matter, constitute the principal | 
source of material presented in the report. 
Chapters include fundamentals of classifi- 
cation and coding; practical development | 
of codes for accounts and codes for prod- | 
ucts and materials; and advanced applica- | 
tions of coding plus an appendix on an 
application of coding in mechanized plan- | 
ning of material requirements. | 





* Published by National Association of Ac- | 
countants, 505 Park Ave., New York 22, N.Y. 
$2.00. 


THE TECHNIQUE FOR 
PROPER GIVING* 


By Walter J. Held 


Designed to show the steps to take in 
establishing a fair and prudent program 
of corporate giving, important sections of 
this book deal with setting policies and 
donation budgets, providing avenues of 
communications among executives ex- 
posed to appeals, and building reliable | 
sources of information on organizations 
asking for help. Also included are such 
delicate matters as handling stockholders, 
company executives, or clients who may be 
asking for contributions to a pet charity, 
and many examples of actual letters cover- 
ing specific problems or situations, such as 
turning down an appeal while trying to | 
Maintain goodwill. In addition, a section | 
is devoted to the reproduction of good do- 
nation policies taken from some 100 rep- 
fesentative companies. The author was, 
until recently, secretary of the public rela- 
tions committee of the Standard Oil Com- 
pany of California. Here he acquired ex- 
perience in handling company donations 
and made extensive surveys of other in- 
dustry practices. 


* Published by McGraw-Hill Book Com- 
ee 330 West 42nd St., New York 36, N. Y. | 
00. | 





THE CONTROLLER * JULY, 1959 


: RR lite 
Business 5) ssi 
§ | pods? 
N ) 
A research study that surveys S i 
actual management practicesof = 


UU TT 


424 companies as used in suc- 
cessful operation today. 


A 


Based on personal, probitive-type interviews from pres- 
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Practices and procedures used to implement 
management planning and control 


Techniques 


Emphasis on line and staff personnel participa- 
tion 
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ment 


How budget procedures enter into basic func- 
tions of planning, coordinating and control 


An appraisal and summary of the budgeting 
practices enumerated in 93 tables, 12 figures, 4 
appendices 
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The Effect of Rain on Sales 


RAINY DAY cuts department store sales 
A by approximately 8 per cent in the 
city and slightly more in the suburbs, the 
National Industrial Conference Board re- 
ports. Furthermore, the NICB data lend 
weight to the old trade adage that “a bad 
day is a lost day.” No evidence could be 
found that a weather-precipitated sales 
slump is offset by a surge of pent-up de- 
mand at the retail counter when the ba- 
rometer returns to ‘‘fair.” 

To determine as closely as possible 
what effect the weather has on retail trade, 
the Conference Board compared daily de- 
partment store sales with Weather Bureau 
records over a two-year period in New 
York City. The duration of rain makes a 
big difference in the damage it does to 
sales. With three hours or less of drizzle, 
sales volume in the downtown department 
store slips by a little more than 5 per cent, 
on the average, as compared with good 
shopping weather. With four to six hours 
of wetness, however, the deficit exceeds 8 
per cent, and in an all-day rain the loss 
is over 15 per cent. Loss ratios in depart- 
ment store suburban branches are slightly 
higher. 

The density of the rainfall seems to be 
of slight account. An hour or so of down- 
pour can be less inhibiting to the shopper 
than half the precipitation spread over 
thrice the time. 

However, the time of day in which the 
rain falls does make a difference, although 
not so great as might be supposed. Sales 
are most vulnerable when the morning is 
wet—a little less so when rain clouds 
come only in the afternoon, or in the 


evening on night openings. The loss on a 
day that starts with rain but clears by noon 
or sooner runs close to one | percentage 
point more than it does when an equal 
number of hours are marred later in the 
day. 

Rain on Monday dampens business a 
little less than rain on other days of the 
shopping week. Relatively heavy Sunday 
newspaper promotions are the likely an- 
swer for this, the Conference Board notes. 
Saturday traffic also appears to withstand 
the rain with more success, suggesting 
that those who have little time to shop 
during the week are not easily daunted 
on weekends. The second of two con- 
secutive days of rain is generally hit the 
hardest. 

Snow on the ground is more damaging 
to suburban business than rain and hits 
the area store harder than the city outlet. 
Branch department store volume drops 
about 15 per cent with snow on the roads 
compared with a 6 per cent cut in the city. 

Available data indicate that the mer- 
chant does not recover many of the sales 
he lost to poor weather. The figures show 
that the relative level of sales on pleasant 
days immediately following and preced- 
ing rainy ones is just about the same. 
Even the near-record losses sustained by 
New York City stores in the severe snow- 
storm of mid-February 1958, failed to re- 
sult in any detectable swell in buying 
when the snows melted and the sun re- 
turned. The Federal Reserve Board index 
for the crippled week was off some 25 per 
cent compared to expectations for the pe- 
riod, but in the week following the storm 
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it merely snapped back to normal al. 
though the weather was fair and Easter 
was early. 

Specialty clothing stores appear to be a 
good deal more vulnerable to adverse 
shopping conditions than the more diver. 
sified department stores. During the tela. 
tively bad weather weeks in the two-year 
period reviewed, specialty store sales, on 
the average, were under year-ago com. 
parisons by an amount one fifth again as 
big as that experienced by department 
stores. Two reasons help explain this: 
(1) The department store offers more 
variety and shoppers with multiple needs 
are more likely to brave the rough weather, 
and (2) a larger proportion of depart. 
ment store items can be purchased by 
telephone. 

The rainwear industry, at least, has 
cause to rejoice at clouds on the horizon, 
Half of all the umbrellas sold in a large 
New York City department store over a 
four-month period were purchased on the 
twenty-four days on which some rain fell 
during shopping hours. On those wet 
days, trafic in the umbrella department 
was three times as heavy as it was when 
skies were blue. For women’s raincoats, 
rainy weather sales made up two-fifths of 
all volume and a wet day was twice as 
busy as a dry one. 


Growth Obstacles 
to Smail Business 


A survey of 104 big and 121 smaller 
industrial company presidents, made by 
Dun’s Review and Modern Industry, in- 
dicates that both groups share similar 
growth ambitions, management head- 
aches, and a willingness to live and let 
live. As a rule, small business regards the 
biggest company in its own industry as 
the constructive factor, providing techno- 
logical guidance and often broadening the 
whole market for all. 

The most serious immediate road block 
to growth, say 28% of the smaller indus- 
trial presidents, is lack of money. In fact, 
financing—long-term loans, equity capital 
and working capital—is seen as their 
number one growth obstacle. There is a 
general conviction among the smaller 
companies that a dollar shortage, as they 
describe it, explains most of their other 
deficiencies—inadequate or nonexistent 
research and development, obsolete facili- 
ties, and lack of management talent. 

Small business, the survey indicates, 
wants freedom from interference—free- 
dom from patronizing federal help. It 
wants the right to grow and believes that 
the most helpful monetary aid it could 
get would be reduced taxes. In fact, the 
smaller industrial company _ president 
sounds much like the big company presi- 
dent: To him, the real threat to his own 
growth is not the competition of the gl- 
ants but the concentrated and costly power 
of big labor and big government. 
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Setting Goals and Schedules 
for Paperwork Cost Reduction 


(Continued from page 325) 


the two. This will follow naturally the 
setting of the goals for the work, taking 
into consideration the short-range versus 
the long-range interest. 

Since few, if any, companies will be in 
a position to assign enough staff to carry 
forward all the facets of the work simulta- 
neously, management must decide whether 
it wants to install forms control, make a 
report study, do an automation survey, 
audit the office mechanization situation, 
start a programmed methods and proce- 
dures effort, or supplement an existing 
procedures program with a work measure- 
ment and simplification program directed 
toward the ik aha of clerical costs. 

In any event, management must have a 
plan which takes into consideration all the 
facets of the problem and must be sure 


that its schedule relates them in proper 
order. No question about it—a control 
over forms and a study of reports and rec- 
ords are invaluable to a study of proce- 
dures. Blank forms are the raw material of 
paperwork, while records are the finished 
goods and reports are the medium of com- 
munication. If these facets are under con- 
trol, the procedures man will find his way 
immensely smoothed and will save much 
valuable time in methods study and work 
simplification. 

All are interrelated: a study of reports 
depends on forms control for uncovering 
the reports themselves through a func- 
tional index; better management informa- 
tion depends to a large degree on the 
simplification of the reports through forms 
design; procedures charting depends on 


Figure | 
THE TABLE OF FUNCTIONS 


for the control of administrative engineering 


In order to have integration in paperwork there must be 
integration of functions in the organization chart. Basic 
functions which must be integrated in the typical industrial 
organization include executive, secretary, legal, treasury, 
controller, administrative engineering, production engineer- 
ing, production, production control, quality control, plant 
engineering, research and development, industrial relations, 
personnel, marketing, purchasing and receiving. 

Each of these should have a clear definition of the func- 
tion it is to perform together with its swbfunctions. There 
should be a list of the specific procedures whereby the func- 
tions and subfunctions are to be carried out. A typical ex- 
ample of such a table of functions as it relates to the con- 


troller’s office is as follows: 


CONTROLLER’S FUNCTIONS 

Internal auditing 

Budget formulation (capital and 
operating) 

Budgetary control (capital and 
operating) 

General accounting 

Cost accounting 

Cash—receipts, status and forecasts 
reports 

Operating costs reports—material, 
labor and overhead, general ad- 
ministrative and selling 

Inventory turnover analysis 

Bonding requirements 

Chart of accounts 

Receivables 

Payables 

Payroll computation and payment 

Earnings records 

Time-keeping and time records 

Product cost analysis 


Inventory (dollar values), 
physical inventory 

Taxes 

Stockholder reports 

Licenses and fees, royalties 

Insurance 

Financial statements 

Invoicing 


CONTROLLER’S PROCEDURES 


Accounts payable 

Accounts receivable 

Cash accounting 

Hourly payroll 

Salaried payroll 

Standard cost variance reporting 
Pricing orders 

Inventory accounting 

Dividend payments 

Payroll savings plan (bond purchase) 
Capital stock recording 

Invoicing 
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uncovering all the paper used in the work 
by means of the forms control functional 
index; work simplification depends on a 
correct measurement of all the work bein 
performed in the office; methods studies 
including automation and mechanization, 
depend on the correct definition of the 
procedure through adequate charting. It’s 
a little like the question, “Where does q 
circle begin and end?” 


THE TABLE OF FUNCTIONS 

A good first question is “How many 
procedures are there in the organization 
and which are more important and in 
what degree?” This means an inventory 
of procedures to define the scope and na- 
ture of the problem. 

Such an inventory can be made through 
a table of functions which is nothing 
more nor less than an orderly listing of 
each and every paperwork procedure in 
the company. The starting point for this 
table is the organization chart which, if 
properly drawn, will indicate the func- 
tions which each organizational unit is 
supposed to perform or fulfill. 

If each function is matched with the 
paperwork procedures by which the func- 
tions are fulfilled, the company will have 
an inventory of all its procedures. Figure I 
shows that portion of a table of functions 
that might evolve for a controller's func- 
tion in a typical manufacturing company. 
After this table is created it is a simple 
matter to make a rough distribution of 
payroll against it in order to weight the 
procedures and determine the most pro- 
ductive areas in which to work. 

Of course, emergencies will still arise 
but without such a table the company 
probably will never get beyond the fire 
alarm stage. Good management requires 
this step, otherwise the programmed ap- 
proach will never come into being. 


SCHEDULING THE STEPS 
IN THE HORIZONTAL APPROACH 

The steps which will normally be fol- 
lowed in a programmed approach to the 
problem will be something like this: 


1. Draw up a table of functions, evalu- 
ate the procedures and decide the order in 
which they should be handled. 

2. Chart the procedures, using a type 
of chart which can be read quickly and 
easily by all who must see it. 

3. Be sure that the chart shows each 
and every exception to the rule or varia- 
tion from the norm. 

4. Analyze the operations and deter- 
mine those which serve as control points. 

5. Discuss the procedure with manage- 
ment and arrive at a decision on what, if 
anything, can be eliminated. 

6. Analyze the methods for performing 
the necessary clerical operations. 

7. Investigate mechanization and auto- 
mation, both as it is now being used and 
as it may be used for greater efficiency and 
economy. 
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g. Chart the revised and improved pro- 
cedure, developing time and output values 
if there is a work-measurement program 
in effect. 

9, Obtain management approval on the 
new procedure. 

10. Instruct the supervisors and work- 
ets in the new procedure. 

11. Install the new procedure, using 
the “dry run” method for debugging 
when necessary. 

12. Repeat this cycle for each proce- 
dure studied. 


It is important to note that the consid- 
eration of automation, commonly called 
automation feasibility study (which is ac- 
tually nothing more than a major proce- 
dures and methods study) occurs as point 
number 7 in the horizontal approach. Too 
many companies are making this point 
number 1 in an effort which has not been 
properly programmed. In the end they do 
the clean-up work by hindsight whereas 
they should have done it by foresight. 

Integrated data processing does not nec- 
essarily imply electronics or even mech- 
anization—it merely means the best pos- 
sible way of processing data on an inte- 
grated basis. This may mean the addi- 
tional use of mechanical equipment, even 
a computer, or it May mean restoration to 
amanual method something which should 
never have been put on machines in the 
first place. The horizontal approach puts 
automation in its proper place and takes 
every possible advantage of it but does not 
subordinate the perspective of an impar- 
tial viewpoint to a piece of equipment. 


SCHEDULING THE STEPS 
IN THE VERTICAL APPROACH 


1. Select an area to be studied, restrict- 
ing it to a size which can be handled ef- 
fectively. 

2. Chart those segments of procedures 
falling within the area if this has not al- 
ready been done. 

3. Inventory all the forms, machines 
and files used in the area and assign codes 
to them. 

4, Conduct supervisor meetings, singly 
or in groups, for instruction in the tech- 
niques of work measurement and simplifi- 
cation. 

5. Take an inventory of each and every 
task performed by all the workers, includ- 
ing supervisors, in the area with time and 
productive output for each task. 

6. Review and code the task sheets, 
punch and tabulate the task data, relating 
each task to the forms, machines, and files. 
_ 7. Analyze the task data and translate 
it into time and output for clerical opera- 
lions as shown on the procedures charts 
(for use in the horizontal study of pro- 
cedures) . 

8. Summarize the task data for use 
by supervisors, showing productive time, 
work distribution, etc. 

9. Apply work simplification to the 
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tasks and establish standards for greater 
productivity. 

10. Analyze office machine and forms 
utilization as shown by the tabulated data. 

11. Establish and use a formula for de- 
termining the most efficient level of cler- 
ical staffing and when to use outside, part- 
time labor instead of adding to the pay- 
roll. 

12. Establish labor budget forecasts by 
means of the tabulated data from the in- 
ventory of tasks. 

13. Repeat this cycle for each clerical 
area to be studied. 


CONCLUSION 
No intelligent management in a manu- 
facturing company would think of turning 





over production cost accounting, produc- 
tion control and industrial engineering to 
one or two persons, possibly untrained, 
and expect results. Yet in many of those 
same companies, where white-collar sal- 
aries now approach and even exceed the 
blue-collar payroll, the same management 
will expect one or two men, often without 
technical preparation, knowledge or equip- 
ment, to “do something about” the pro- 
cedures and clerical costs. 

Only when management puts it into a 
proper perspective, establishes goals, sets 
up a schedule and assigns adequate per- 
sonnel with proper training and equip- 
ment, will the enormous and growing ad- 
ministrative expense be brought under 
control. 
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Overtime Compensation 

Of 434 companies responding to a re- 
cent survey on overtime compensation 
practices, 224 reported they grant pay- 
ment or time off for overtime work to em- 
ployes exempt from compulsory overtime 
pay provisions. Major categories of em- 
ployes covered in the American Manage- 
ment Association survey are factory and 
clerical first-line supervisors, salaried pro- 
fessionals, middle- and top-management 
personnel. 

In general, the larger the company the 
greater the likelihood of its granting over- 
time compensation to exempt personnel. 
Seventy-two per cent of the large com- 





COMPANY A 


While no extensive reorganization was 
necessary, an EDP service and research de- 
partment was established within the con- 
troller’s division to operate EDP equip- 
ment, prepare programs, and do systems 
design. 

The manager of this department is a 
member of the electronic computer com- 
mittee as are managers of other depart- 
ments in the controller's division. This 
committee coordinates company-wide in- 
terest in the computer field and does long- 
range planning for computer applications. 

The largest manufacturing division has 
a management systems department which 
provides service to the production depart- 
ments and assists them in developing com- 
puter applications. Most computer appli- 
cations to date have been the result of co- 
operative investigation and development 
work by representatives of interested de- 
partments. This procedure is likely to con- 
tinue even though some of the manpower 
may be supplied by the management sys- 
tems department. 


COMPANY B 
Systems development and programming 
have become a cooperative activity under 


olen 


panies, 57 per cent of the medium-sized 
firms, and 41 per cent of the small com- 
panies reported overtime compensation for 
the groups named above. 

The most frequently used method of 
compensation is straight time; that used 
least is time off. However, companies re- 
porting monetary payment also mentioned 
salary limits beyond which compensation 
practices do not apply so it is unlikely 
that all top executives in these companies 
actually receive overtime compensation. 


“On-the-Job” Lodgings Ruling 
An appeals court has upheld the general 
rule that the rental value of quarters fur- 


CONTROLLERSHIP INFORMATION SERVICE 


Excerpts of information developed by 
CONTROLLERSHIP FOUNDATION 
On 


ORGANIZATION FOR EDP 


the guidance of the methods section of the 
accounting division (in the treasurer’s de- 
partment) and cuts across organization 
lines. 

This methods section was expanded by 
about 75 people to carry out two separated 
functions: 1) installation and operation 
of the computing center (about 16 peo- 
ple) which is treated as an essentially 
separate service group, and 2) systems 
studies, programming, paralleling, and 
systems installation (remainder of this 
staff) which group functions not only for 
various other parts of the treasurer's de- 
partment but cooperates with other com- 
pany departments interested in the use of 
the central computer. If use by another de- 
partment is substantial, that department 
provides its own programmers. 

This type of organization has been 
found to be effective because it concen- 
trates the capacity to solve data-processing 
problems without disturbing established 
lines of functional responsibility. 


COMPANY C 

The organization chart shows the EDP 
operating department reporting upwards 
to systems and procedures, assistant con- 
troller, and then to controller. 
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nished an employe for the convenience of 
his employer is nontaxable compensation, 
This reverses the Internal Revenue Service 
and Tax Court decision to the contrary in 
a particular case where the employe, a 
Veterans Administration doctor, consented 
to employment terms which required him 
to live on the hospital premises and speci- 
fied that the quarters were compensation 
to be deducted from his pay. The appeals 
court ruled that the overriding fact was 
that the employe occupied the quarters for 
his employer's convenience. The IRS will 
go along with the appeals court ruling in 
disposing of pending claims based on 
similar facts. 


Variable Annuities Approved 
in New Jersey 

By approving three bills to permit life 
insurance companies to issue variable an- 
nuity contracts in the state, New Jersey 
has become the first state to give specific 
legislative sanction to the sale of such 
policies. Under this type of policy, the 
premium is fixed but the yield fluctuates 
depending on the year-to-year changes in 
prices of common stocks to which the pol- 


In addition to the operating department 
in which the computer is located, there is 
an over-all planning committee comprised 
of the controller and the vice presidents 
of research and industrial engineering. 
This is somewhat of a policy group with 
respect to planning for the computer use. 

There are also individual committees 
studying and working on programming 
new applications in various areas within 
the company, including accounting, manu- 
facturing control in a given division, and 
a technical computing group. These vari- 
ous groups are coordinated by periodic 
committee meetings. 


COMPANY D 

Several years ago, the electronic data- 
processing function was assigned to the 
controller because initial applications were 
in his area. However, the gradual broad- 
ening scope of computer activities and the 
contemplated use of the computer in both 
manufacturing and general administration 
necessitated a change. 

The manager of the data-processing sys- 
tems department now reports to the staft 
vice president of manufacturing and em- 
ploye relations. The primary reason for 
this alignment is to coordinate EDP work 
with work done by the industrial engt- 
neering division. 


¥UM 








icy is 
States 
were 
feder: 
requil 


Bank 

Ne 
courts 
30, 1 
91,66 
fiscal 
ing F 

Mc 
years 
The | 
1957 
curre! 

Vo 
majo! 
busin 
five ¢ 
Busir 
comp 


Retir 

Ac 
ing 2 
job f 
cases, 
comp 
by th 
ploye 
aspec 
pertit 
odic 
give 
matic 
to liv 


Med 

Or 
indiv 
again 
$4.8 
paid 
avail: 
tribu 
at ab 


Basi 

In 
their 
mani 
Boar 
amin 
the 
raise 
the « 
throv 


THE ¢ 





nce of 
sation, 
Service 
‘ary in 
oye, a 
sented 
d him 
Speci- 
sation 
ppeals 
t was 
ts for 
S will 
ing in 
d on 


t life 
e an- 
jersey 
eCific 
such 
, the 
uates 
es in 


- pol- 





nent 


re is 
‘ised 
lents 
ing. 
with 
use, 
‘tees 
ling 
thin 
inu- 
and 
ari- 
dic 


ata- 
the 
ere 
ad- 
the 
oth 
ion 


syS- 
af 
m- 
for 
ork 


igi- 


icy is pegged. Early this year, the United 
States Supreme Court ruled such policies 
were securities within the meaning of the 
federal securities law and subject to the 
requirements of the SEC. 


Bankruptcy Up 

New bankruptcy cases filed in federal 
courts during the fiscal year ended June 
30, 1958 reached an all-time high of 
91,668, compared with 10,196 filed in 
fscal 1946, according to Commerce Clear- 
ing House. ; 

Most of the rise came in the last six 
years when filings more than doubled. 
The 17,907 increase in the 1958 total over 
1957 was the greatest annual increase of 
current record. 

Voluntary straight bankruptcy cases, the 
majority of which were personal or non- 
business proceedings, accounted for about 
five of every six cases filed in fiscal 1958. 
Business filings in 1958 totaled 11,404, 
compared with 10,144 the previous year. 


Retirement Counseling 

Advisory counseling services are becom- 
ing an important supplement to on-the- 
job preretirement programs and, in some 
cases, are handling the complete job for 
companies. With the costs being paid for 
by the employer, the services offer em- 
ployes guidance on almost every important 
aspect of retirement, supply them with 
pertinent literature and send them peri- 
odic bulletins or newsletters designed to 
give the retired worker up-to-date infor- 
mation on financial matters, health, where 
to live, and how to employ his time. 


Medical Benefits 

Over 121 million people have either 
individual or company-covered protection 
against medical costs, and an estimated 
$4.8 billion in health-care benefits were 
paid in 1958. While no precise figures are 
available, the amount of employer con- 
tributions for medical benefits is estimated 
at about $1.4 billion. 


Basic Research 


Instructions to Britons on how to shovel 
their own coal are contained in a 46-page 
manual issued by the nationalized Coal 
Board. Recommended method is to ex- 
amine the shovel, approach the coal, grasp 
the shovel, make a forward stroke and 
raise the load. Then: “Swing the shovel in 
the direction in which the load is to be 
thrown.”’ 





OUR BOOKLET ABOUT 37 NEW OFFICE 
BUILDINGS IS NOW AVAILABLE, FREE. 


JULIEN J. STUDLEY, INC. 
342 MADISON AVENUE 
OXford 7-7788 
NEW YORK 17, NEW YORK 
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What are 
the hazards of 
coinsurance? 


from the Clients’ Service Bulletin of The American Appraisal Company 


Prudent property owners are con- 
cerned over the severe strain on their 
financial resources should they have 
to replace vital production facilities 
in the event of a disaster. Naturally, 
they want complete protection 
against fire and other hazards. 


The 80% clause 


Coinsurance offers a real induce- 
ment in that it may provide a reduc- 
tion in rates ranging from 20% to 
70%. The amount of the reduction 
depends upon such factors as type 
of construction, the nature of the 
occupancy, outside exposure haz- 
ards, and available fire protection. 
Coinsurance usually enables the 
property owner to purchase a greater 
amount of fire insurance for a rela- 
tively small increase in cost. To 
that extent it is a bargain. 


It is important, however, to under- 
stand the coinsurance clause. Under 
it, the insured assumes an obliga- 
tion to carry at all times an amount 
of insurance equal to a stipulated 
percentage of the actual cash value 
of his property. If he fails to do so, 
he shares in any partial loss in pro- 
portion to his deficiency. An 80% 
coinsurance clause does not mean 
that he will collect only 80% of any 
loss he may suffer. If he fulfills his 
obligation, he will collect in full on 
any loss up to the face value of the 
policy. If he does not carry out his 
obligation, he may collect substan- 
tially less than the actual cash value 
of his loss. 


An annual checkup 


The property owner should know 
the actual cash value of his property 
at all times and be able to prove it. 
Since the property and its value 
fluctuate from year to year, and 
since compliance with the coinsur- 


ance clause is determined on the 
basis of values at the date of the 
loss, he should check on his values 
at least once a year. By so doing, he 
can safely take advantage of the 
savings afforded by coinsurance. 


Eek 


American Appraisals for insurance pur- 
poses are made to stand the test. The in- 
ventory of the property is complete with 
identifying descriptions of all items and 
classifications of property. The unit prices 
are carefully documented and the observed 
condition of the assets noted. The appraisal 
may be maintained through Continuous 
American Appraisal Service® to reflect 
changes in the property, in price levels, and 
in condition. With such a record kept con- 
stantly up to date, the insured is always 
prepared for the unexpected. 


the AMERICAN 
APPRAISAL 


Company® 


SINCE 1896...LARGEST...MOST WIDELY USED 
Home Office: Milwaukee 1, Wisconsin 


Atlanta Cincinnati Kansas City Philadelphia 
Baltimore Cleveland Los Angeles Pittsburgh 
Boston Dallas New Orleans St. Louis 
Buffalo Detroit New York San Francisco 
Chicago Washington 
Affiliated: Canadian Appraisal Company, Lid. 
Montreal and Toronto 


The American Appraisal Co., Dept. C 
525 E. Michigan St., Milwaukee 1, Wis. 


Without obligating me, please send me 
your Booklet No. 503, “Do you really 
understand coinsurance?” 
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TOP MEN... 

Harry Cohen has been elected president 
of Henry Kelly Importing & Distributing 
Co. Inc., New York. . . . Green Giant 
Company, Le Sueur, Minn., recently 
elected L. E. Felton as president and treas- 
urer. Mr. Felton has been active in the 
affairs of Controllers Institute for many 
years, having served as national director 
(1955-58) and vice president for Region 





MR. COHEN 


VIII (1957-58). . . . Harold S. Geneen 
is now president of the International Tele- 
phone & Telegraph Company, New York. 
Mr. Geneen is a past president of the 
Pittsburgh Control of Controllers Insti- 
tute. . . . George T. Scharffenberger has 
become president of Westrex Corporation, 
New York City. Mr. Scharffenberger is a 
past president of the Newark Control. 


PROMOTIONS .. . 

J. McCall Hughes was named executive 
vice president of Mutual of New York, 
New York. He has been active in the af- 
fairs of Controllers Institute for many 
years as well as its research arm, Control- 
lership Foundation. Mr. Hughes is cur- 


MR. HUGHES 


MR. FELTON 


MR. GLADSTONE 


rently president of the Institute and was 
recently elected chairman of the Board; he 
has also served as a national director. He 
was a trustee of the Foundation for sev- 
eral years and served as its president from 
1954-1956. 

John B. DeNault is treasurer of Farmers 
Insurance Group, Los Angeles, Calif... . 
Herbert J. Gladstone has become corpo- 
rate controller (a new position) of Con- 


MR. GENEEN 


solidated Diesel Electric Corp., Stamford, 
Conn. . . . Lockheed Aircraft Corpora- 
tion, Burbank, Calif., has elected J. Robley 
Janssen controller. 

Di Giorgio Fruit Corporation, San 
Francisco, Calif., recently announced the 
election of Robert S. McKnight as vice 
president. . . . Fladger F. Tannery, Frito 
Company, Dallas, Texas, has been named 
executive vice president. 


NEW DIRECTORS ... 

Payson Hall, treasurer and director of 
radio and TV of Meredith Publishing 
Company, Des Moines, Iowa, to the board 
of his company. ... James N. Land, 
vice president of Mellon National Bank 


MR. JANSSEN 


MR. SCHARFFENBERGER 


MR. TANNERY 


& Trust Company, Pittsburgh, Pa., to the 
board of Crucible Steel Company of 
America, of the same city. 


NEW APPOINTMENTS .. . 

John J. Dugan, Lord Manufacturing 
Company, Erie, Pa., has been named 4g. 
sistant secretary and assistant treasurer, 
... Henry W. Hinkle, comptroller of 
Phillips Petroleum Company, Bartlesville 
Okla., has been appointed a member of 
the operating committees of the parent as 
well as Phillips Chemical Company, 
subsidiary. The appointment of 
George L. Schafstall as director of pur. 
chasing of the Crosley Division of Aveo 
Manufacturing Corporation, Cincinnati, 
Ohio, was announced recently. . . . Her. 
old A. Ketchum has been appointed assist. 
ant to the president of Glen Alden Cor. 
poration, New York. Mr. Ketchum has 
served Controllers Institute in many ca- 





MR. DENAULT 


pacities, first as president of the Rochester 
Control, then as a national director and a 
regional vice president. He served as a 
trustee of Controllership Foundation for 
a number of years and was its president 
from 1956-1958. 


ADDITIONAL DUTIES .. . 


Norman J. Brown has been promoted to 
vice president and comptroller of the Steel 
Company of Canada, Ltd., Hamilton, On- 
tario, Canada. Mr. Brown is the current 
president of the Hamilton Control of 
Controllers Institute. . . . Robert B. Curry 
recently assumed the responsibilities of 
vice president and comptroller of South- 
ern Railway System, Washington, D. C. 


MR. KETCHUM 
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MR. BROWN MR. CURRY 
. Wabash Railroad Company, St. 
Louis, Mo., recently announced that John 
W. Ebert had become vice president and 
comptroller of the company... . J. H. 
Fennema is vice president and treasurer of 
the Rhinelander Paper Company, Rhine- 
lander, Wis. . . . Faberge Inc., Ridge- 
field, N. J. recently made Jay Levy vice 
president and controller. . . . The elec- 
tion of John G. Walling as controller and 
treasurer of Honolulu Oil Corporation, 
San Francisco, Calif., occurred recently. 
Harvard C. Waken is now assistant 
treasurer and controller of the Longren- 
California Division of Aeronca Manufac- 
turing Corporation, Torrance, Calif. . .s 
William F. Schreiber has been elected vice 
president and comptroller of the Erie 
County Savings Bank, Buffalo, New York. 


EXTRACURRICULAR ACTIVITIES .. . 

George K. MacDonell has been ap- 
pointed general chairman of the 1959 In- 
ternational Systems Meeting to be held at 
the Royal York Hotel in Toronto, On- 
tario, October 12, 13, and 14, 1959. Mr. 
MacDonell is supervisor of Methods for 
more than 550 offices of the worldwide 
Bank of Nova Scotia. He has been in 
banking for 33 years. 

At the June 24 and 25 sessions of the 
National Machine Accountants Associa- 
tion’s 1959 National Conference held in 
St. Louis, Mo., S$. D. Williams, assistant 
controller of Sohio Petroleum Company, 
Oklahoma City, Okla., led a panel discus- 
sion on “Management Decisions for Au- 
tomation.”” Other participants and their 
subjects were: E. Hoover Duff, comptrol- 
let of Cupples Company-Manufacturers, 
Clayton, Mo., “Determining Equipment 
Needs” and E. W. Runge, controller of 
Missouri Pacific Railroad Company, St. 
Louis, Mo., “What to Automate.” .. . 
William R. Phelan, vice president-treasurer 
of the United States Fidelity & Guaranty 
Co., Baltimore, Md., spoke at one of the 





If you are investigating 


DIRECT COSTING 


first review the 
“MARGINAL INCOME COST SYSTEM” 


McCORMICK & COMPANY 


Consulting Engineers 
Park Building Yonkers, N.Y. 
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MR. EBERT 


sessions at the Annual Convention of the 
Insurance Accounting and Statistical Asso- 
ciation held recently at Atlantic City, 
N. J., on the subject of “Decentralization 
of Premium Recording and Collection.” 
. . . Harold Heard, controller of Spencer 
Kellogg and Sons, Inc., Buffalo, N. Y., 
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MR. SCHREIBER 


Financial executives who read 


APPORTIONMENT 
AND 
ALLOCATION OF 
CORPORATE NET INCOME 
FOR STATE TAXES 


will agree with the comment of 
The New York Times 


. helps corporations keep abreast Pf all 
‘hodgepodge’ tax regulations in every political 
subdivision in which they operate... 


because—of the convenient tabulation of state apportion- 
ment factors and the allocation of specific items 


—of the general analysis of available facts about 
apportionment and allocation factors used by 
states in levying taxes 

—of the definitions of apportionment or allocation 
factors as set forth by statute, administrative reg- 
ulations and decisions, or as established in lead- 
ing court decisions 


$1.50 


($1.00 to members of Controllers Institute ) 


CONTROLLERSHIP FOUNDATION, INC. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 





MR. WILLIAMS 


was recently elected to a five-year term on 
the Board of Education of the Hamburg, 
N. Y., School System. . . . Charles J. 
Kushell, Jr., vice president-finance, Mont- 
gomery Ward and Co., Chicago, Ill., has 
been elected a trustee of Bucknell Univer- 
sity. 
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Break-Even Points That Mean More in Profit Control 


(Continued from page 314) 


THE CONVENTIONAL INCOME STATEMENT 

This statement, of course, is quite different in form from the 
break-even statement. If the reader is interested in comparing 
the two, the following is a rather simplified form of income 
statement which formed the basis of the figures in the ‘21-day 
actual” columns in the two break-even statements above. 














Sales $210,000 
Cost of Sales 
Materials $50,000 
Direct Labor 60,000 
Overhead 53,000 
Price Variance 2,000 165,000 
Gross Profit 45,000 
SG&A Expense 18,000 
Operating Profit 27,000 
Nonoperating Deductions 2,000 
Profit Before Taxes $ 25,000 
Provision for Income Taxes 13,000 
Net Profit $ 12,000 


The figures cannot be converted from one statement to the 
other without additional data. Cost of sales always includes a 
large amount of fixed expense, and SG&A usually includes 
some variable expense. But, with proper identification of the ex- 
penses in the planning for profit control, the conversion would 
not be difficult. Of course, the conversion requires no entries in 


the books. 


CONCLUSION 
Present profit-volume techniques, when applied without recog- 
nition of the effect certain distorting factors may have on them, 








Plus 





This Survey Answers Your Questions 


How many executives report directly to control executives? 


On what management committees do control executives serve? 


are both inadequate and misleading. This article analyzes some 
of the areas of distortion and suggests techniques for clarifica. 
tion. They are not inclusive. Every business has its own indi. 
vidual distortion problems. It is to be hoped that the presentation 
may stimulate each business to find them and apply such tech. 
nique that break-even points and marginal income percentages 
will reflect only actual changes in operation for which contro] 
action should be taken. 

The technique should aim to state marginal income percent. 
ages at the same figure in both a normal and non-normal month 
when identical operating conditions exist. Fixed expenses should 
be so amortized in break-even statements that the same amount in 
dollars appears in both normal and non-normal months and 
from month to month so long as their level does not change, 
Thus, a break-even point should be constant from month to 
month. The use of a new classification of ‘‘nonperiod expenses” 
will help toward these ends. When any of these points do change 
(and policies have not) management is entitled to believe that 
the changes actually reflect changes in day-to-day operations 
which need corrective action if they are significant. But, man- 
agement is misled in that belief if the five points of refinement 
illustrated—the ground rules—are not reflected in the profit. 
volume relationship figures. 

The use of a break-even statement, in addition to the conven- 
tional income statement should be of great assistance to man- 
agement in profit control. The break-even statement should con- 
tain the caption ‘‘profit before nonperiod expenses’’ and it should 
be used as a base for profit control rather than “‘profit before 
taxes.” 

Marginal income percentages, break-even points, and profit 
before nonperiod expenses are control points. As their ter 


minations become more exact their value in controlling variances 
becomes greater. 


For what functions is the control executive responsible? 
Where are control executives’ responsibilities stated? 
What is his educational and training background? 
What is the typical control executive’s age? 

Who hires the control executive? 

How big is the control executive’s department? 

What is his employment and experience background? 
To whom is the control executive directly responsible? 


A three-page bibliography on controllership 





$1.25 


single copy 
Quantity estimates on request. Address 
Reprints 
THE CONTROLLER 
Two Park Avenue New York 16, N. Y. 
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Profile of the 


CORPORATE CONTROLLER 


by Herbert F. Klingman 


A reprint of a Controllership Foundation report which appeared as a three-part article in THE CONTROLLER 


citing more than 100 items. 





THE CONTROLLER * JULY, 1959 





Yio 








THE C 


; some 
rifica- 
| indi- 
tation 
| tech- 
ntages 
ontro] 


-rcent- 
Month 
should 
unt in 
S and 
lange, 
ith to 
>nses” 
hange 
e that 
ations 
man- 
ement 


profit- 


nven- 

man- 
1 con- 
hould 
efore 


es 
eter- 


lances 











, 1959 





Ytim 


Leadership to Maintain Free Enterprise 


(Continued from page 322) 


plished this first because of the oppor- 
tunity to free men to profit from their ef- 
forts and ingenuity. The results became 
even greater when shared generously with 
labor even though this sharing was forced. 

The founder-owners of American busi- 
ness created much for which we are in- 
debted to them. Their shortsighted selfish- 
ness would have prevented the full benefit 
of what they created to have blossomed 
were it not for organized labor. These 
same businessmen still have not learned 
the lesson from the great mass buying that 
they know so well. Those who, in the 
eatly thirties, cried that business could not 
support a social security tax, are now 
backing the so-called right-to-work laws 
in futile hope of busting the unions. 

Labor, on the other hand, after fighting 
so hard to gain a balance of power, has 
now gained full control and is behaving 
with as much uncontrolled greed as did 
business. 

How can we achieve a balance before 
our economic system is wrecked and all 
this gain for humanity is lost? 


NEEDED: 
INCENTIVE AND LEADERSHIP 

Obviously, both owners and workers 
stand to gain most when they act with due 
concern for the other. We need the incen- 
tive of the opportunity of improving for 
each his lot, but coupled with a real sense 
of responsibility on how this is accom- 
plished. 

Many would like to believe that in 
America we have the opportunity to 
achieve a realization of the teachings of 
Christ; that this great melting pot can 
bring peace and love for all mankind. 
With selfishness predominant at both ends 
of the owner-labor tug of war, as well as 
our countless other social problems, how 
can we approach a solution which surely 
must precede such noble ambitions ? 

Two new phenomena have entered the 
owner-labor picture which may give a 
clue to the possible solution. 





PROFESSIONAL MANAGERS 
ENTER THE PICTURE 

First, the founder-owner-manager, who 
so strongly dominated the development of 
our capitalistic production marvel, is rap- 
idly disappearing from the scene. He is 
being replaced in business by a group who 
are neither owners nor labor. This entirely 
new class in our society is that of the pro- 
fessional managers. This new group comes 
from the homes of every class. They have 
risen up through the ranks because of 
ability, they have come from our colleges 
and universities. They come from the 
homes of owners, the homes of labor, and 
the homes of professionals. Business itself 
is giving much thought and effort to the 
development of managers. 

The distinctive characteristic of the pro- 
fessional managers lies in the fact that 
they manage without the authority of 
ownership. True, their authority theoreti- 
cally stems from ownership. The stock- 
holder-owners select them to run the busi- 
ness and they are, therefore, responsible 
to the owners; herein the second new 
phenomenon enters. 


WHO ARE 
THE OWNERS OF BUSINESS? 

In most American businesses today the 
owner or owners are not an individual, a 
family, a closely knit group; but rather 
large, widely scattered individuals and fi- 
duciaries. 

Ownership has become so widespread 
as to be ineffective as an active control 
factor in a business. The professional 
manager, because of his plete sir absorp- 
tion of power from the owner, started out 
with many of the same attitudes and poli- 
cies as the owners, including the attitudes 
and policies toward labor. These he 
adopted either of necessity or aped in mis- 
taken belief that his interests were syn- 
onymous with those of the owners. 

There is ever-increasing evidence of a 
growing realization on the part of man- 

(Continued on page 348) 





CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE Con- 
TROLLER, Two Park Avenue, New York 16, N. Y., before 
the first of the month to affect the following month’s issue. 
For instance, if you desire the address changed for your 
September issue, we should be notified of your new address 
before August 1. Be sure to include your postal zone as well 


as your old and new address. 
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agement of a multiple responsibility; a 
responsibility to owners, to government, 
to customers, to labor, and to the public 
as a whole. Surely such a growing aware- 
ness can go far to a more enlightened atti- 
tude towards all the benefits which labor 
holds dear. 

Who is really the new owner of Ameri- 
can enterprise? 

The fiduciaries we mentioned above are 
rapidly becoming the real owners of 
American production might. 

Who do they hold this ownership for? 

Much of this wealth represents the pol- 
icy holders of our insurance and the bene- 
ficiaries of our pension plans. Yes, Ameri- 
can labor is rapidly becoming his own 
boss. 

Many men have dreamed of a socialistic 
society which would hold many benefits. 
Every attempt at a socialistic society has 
resulted in a dismal failure for lack of in- 
centive. 

Are we now about to achieve something 
close to common ownership of the tools of 
production while retaining the vitally 
needed incentive? 

If the combatants in the struggle be- 
tween owners of production tools and 
labor have changed identity and are now 
unidentifiable as a group, what is needed 
to bring balance to legislation and labor 
contract negotiations ¢ 

Our urgent need is for statesmanship ; 
statesmanship on the part of the profes- 
sional managers, on the part of labor bod- 
ies, on the part of politicians, and on the 
part of other professionals—the doctors, 
attorneys, clergy and teachers. 

The economic facts of life in prosperous 
America must replace the insinuations, 
half-truths and outright misstatement of 
facts that now characterize the political 
scene in labor relations. We need to study 


and publicize how we can increase wages 
and how much, how we can increase pro- 
ductivity and expand our total economy. 
We must expose the racketeers and the 
politicians who seek personal gain with 
tools of lies, setting group against group. 
The crying need is for dedicated leaders 
with knowledge of the truth and the cour- 
age to fight. 


Budget Organization 


and Administration 
(Continued from page 319) 


posed for specific approval as exceptions, 
except when within an agreed tolerance to 
eliminate small differences not needing 
executive approval. 

4, Proposed capital expenditures should 
be classified according to their purposes 
(i.e. expansion, cost reduction, improved 
working conditions, etc.) and their initial 
economics stated where earnings can be 
identified and measured. Earnings should 
be related to the capital expenditure that 
generated them, and compared against a 
desired minimum relationship established 
for the company as a preliminary test of 
financial desirability. 


There are many refinements that can be 
added to this general procedure as circum- 
stances and taste dictate. Experience will 
lead to a pattern satisfactory for the pur- 
poses of the particular company. In all 
cases it is beneficial if they are incorpo- 
rated in written published procedures. 


RESOURCES FOR BUDGETS 
Unless there is an excessive staff, which 
is unlikely, the budgeting activity as a new 
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function cannot be successfully added 
onto the existing workload for financial 
and operating personnel. The cost in g 
larger company will not be insignificant ip 
the salaries and associated expenses of 
qualified personnel. The means to obtain 
the results are apt to be underestimated, 
particularly in the early creative years of 
budgetary control, and management should 
be well aware of the requirements before 
agreeing to a budgetary control program, 
Conversely, those proposing a program 
should not underestimate the Facilities 
needed. 


SUMMARY AND CONCLUSIONS 


1. Budgetary control has become an ac- 
cepted part of industrial practices in rec. 
ognition of its general contribution to 
earnings. 

2. Ideally, control through the budget 
process should be based upon a formal or- 
ganization structure. 

3. An acceptable accounting framework 
is essential to sound budgetary control. 

4. The responsibility of financial per- 
sonnel to administer budgetary control 
does not give them any authority over 
those who prepare, propose, and finally 
use the results of budgetary control. 

5. Successful budgeting requires the 
understanding and full support of senior 
operating personnel ; otherwise results will 
always be mediocre. Budgeting personnel 
can help themselves if they become more 
management minded. 

6. Budgets are a medium through 
which human beings can act in concert to 
achieve better planning and hence im- 
proved earnings. Budgets should be rea- 
sonably attainable, and should not be used 
as a club or the sole and most important 
controlling device; they should be a gen- 
eral all-pervasive control. 

7. Formal procedures and adequate hu- 
man resources to organize and maintain 
budgets are needed if budgeting is to be 
successful. 


Budgeting is much more than a complex 
financial exercise administered more with 
a concern as to the technical aspects of 
getting figures than with the basic pur- 
pose of securing a sound operating plan 
for the future. The main ingredient of 
such a plan is that it has the enthusiasm of 
the operating men behind it. This kind of 
support is secured more by paying atten- 
tion to certain principles of organization 
and administrative philosophies of budg- 
eting that recognize the human beings be- 
hind the figures, than by spending energy 
on technical refinements. 
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